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Pustic UriLITIES FoRTNIGHTLY . . stands 
for federal and state regulation of both 
privately owned and operated utilities and 
publicly owned and operated utilities, on a 
fair and nondiscriminatory basis; for non- 
discriminatory administration of laws; for 
equitable and nondiscriminatory taxation; 
and, in general—for the perpetuation of the 
free enterprise system. It is an open forum 
for the free expression of opinion concern- 
ing public utility regulation and_ allied 
topics, li is supported by subscription and 
advertising revenue; it is not the mouthpiece 
of any group or faction; it is not under the 
editorial supervision of, nor does it bear the 
endorsement of, any organization or associa- 
tion, Th: editors do not assume responsi- 
bility fcr the opinions expressed by its 
contribu‘ors, 
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AN INFORMATIONAL PO eM FOR UT EMPL 


The P.U.R. Guide 


& A new and Dice ‘approach to the educational needs of utility employees — c. lled 
THE P.U.R. GUIDE—is now ney in use throughout the industry. Somewhat descripti ‘ely, 
the GUIDE is referred to as “a journey of understanding.” It takes the user throug! the 
economics of public utilities and through many other non-technical phases of utility op- 
eration. It was organized by and is issued under the general supervision of an experi iced 
staff of specialists. 


& THE P.U.R. GUIDE program is a systematically and consecutively arranged ser.es of 
weekly lessons, in pamphlet form, offering a simplified, progressive, step-by-step tory 
about the nature of the utility business, its important place in the American econom., the 
present conditions under which it is conducted, its day-to-day objectives and respon -ibili- 
ties, the existing problems with which it is confronted and other current subjects arising 
in connection with organization, financing, management, operation and regulation. This pro- 
gram adds guidance to experience in the development of the company “management team,” 














Features of THE P.U.R. GUIDE 


& 50 issues of 8 pages (one each week) 




















> Certificate of satisfactory completion 





> Glossary of words and terms and complete index 
& Ring binder embossed with enrollee’s name 


Leader’s Manual for group discussion 


be 
> Occasional reprints from Public Utilities Fortnightly 
| 


Enrollments on company order only 


Comments about THE P.U.R. GUIDE 


Our Company is currently involved in several training programs, and I feel qualified to 
evaluate the information that you are sending out. I think this type of material is, with- 
out a doubt, the very best that could be obtained for key utility employees. 


Director of Personnel, Electric Company 


We feel that even those who have been in the utility in- THE P.U.R. GUIDE program is the best basic public 
dustry for many years can learn much by just reading the utility information series I have even encountered. 
material. Vice President, Gas Company 

District Manager, Electric Company 
Two things have particularly impressed me +! 

We all feet that this “information program for utility PUR. GUIDE. First, is the cemaiie eenmunc 
employees” is a program that is needed in the public your editors treat the various topics; secor 
utility industry. — — plicity in writing. 

ee a Employment Supervisor, Ga 


I am sure that the total series of 50 will prove of ines- 


timable value to the utility industry. There is a definite need for such a type pro 


Vice President and General Manager, industry. 
Telephone Company Training Assistant, Electric & Ga: 


Those in charge of employee education or training may obtain further information fron 


PUBLIC UTILITIES REPORTS, INC., Publishers 
332 Pennsylvania Building & Washington 
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Do you have a 
Utility | 


problem? 


America is growing. 

Our population is not only increasing 
n numbers, it’s spreading. Industry is 
xpanding to meet challenging new 
‘pportunities. 

And Utilities are faced with enor- 
nous capital expansion to provide for 
he growing needs of industry and 
onsumers. 

This is where the Irving can be of 
articular help—by assisting Utilities 


in making the many financial decisions 
incidental to growth. 


Our Analytical Studies, Seminars and 
Round Table Conferences have helped 
many Utilities bring added vitality to 
their capital planning, financing and 
cultivation of the financial community. 

For information, you are cordially 
invited to call our Public Utility De- 
partment at LL 3-2967 or write us at 
One Wall Street. 


IRVING TRUST COMPANY 


Capit: Funds over $150.000.000 
GEORGE A. Murpuy, Chairman of the Board 


One Wall Street, New York 15, N.Y. Total Assets over $1,750,000,000 


WILLIAM E. PETERSEN, President 


Public Utilities Departrment—JOHN F. Cuitps, Vice President in Charge 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





with the Coddtors 


a composition of the rate base, for 
purposes of public utility regulation, 
is one of those problems which has never 
been solved to everyone’s satisfaction. 
And even if it were solved it probably 
would not stay that way indefinitely in 
view of the constantly changing economic 
conditions. 


SOME years ago we happened to be 
present at one of those very useful sym- 
posiums at which regulators, practition- 
ers, and professors exchange ideas for 
mutual benefit. We recall one earnest 
young teacher with an understandable de- 
sire for orderly and definite procedures in 
regulation, expressing impatience over 
the fact that after all these vears the old 
argument over original cost versus pres- 
ent value still goes on. He pointed out 
that for more than three decades the 
legislatures, the courts, and the commis- 
sions were still switching back and forth 
and changing the ingredients of the par- 
ticular regulatory formulas which they 
favored. 


A SAGE old commissioner, a veteran of 
many years in regulation, happened to be 
present on the panel and he pointed out 
that the real trouble was not with the 
legislatures or the courts or the commis- 
sions, or their inability to find the final 
answer. The real villains were inflation 
and occasionally deflation, which _peri- 
odically upset the balance of formulas no 
matter how well or carefully contrived 
for a particular period. 


— so the view was expressed that the 
flux and shifting of regulatory 
thought in this area was not necessarily 
evidence of weakness or indecision, but 
on the contrary might well be an indica- 
tion of elasticity and a sensitiveness to the 
equitable factors involved. Viewed in this 
light, rigid formula for the sake of for- 
mula might very well be the wrong an- 
swer, leading to very undesirable results. 
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JOHN H. BICKLEY 


HOWEVER one cares to view the matter, 
it is somewhat puzzling to attempt any 
explanation of why the composition of 
the rate base should follow a geographical 
pattern, and that is one of the problems 
to which the author of the opening article 
in this issue addresses himself, in a two- 
part series on the relationship between the 
rate base and the fixing of reasonable 
rates. If this sounds like the replowing 
of much harrowed ground, our author, 
Joun H. BIcKLey, will be found to have 
some remarkably fresh ideas on the sub- 
ject. 


Mr. Bick ey himself is not only a vet- 

eran of regulation, but has also taught 
the subject and worked with it on the 
management side of the field. A gradu: te 
of the University of Pennsylvania ('!>) 
and a former instructor and _ profes 
at Lehigh University, Mr. BIcKLeEy | 
tween 1924 and 1937 served with 
Federal Trade Commission, the Fede 
Communications Commission, and 
public service commissions of Wiscon»:, 
Pennsylvania, and Maryland. He pla: 
a leading part in the FCC telephone 
vestigation (1936-38). From 1948 
1950 he was president of the Louis\ 
Railway Company and is now a uti’ 
consultant at Skokie, Illinois. 
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PEOPLES UTILITY COMPANY 


BILL AWALYSIS - Residential 
PERIOD = Year 19_ RATE - 


CUMULATIVE 
Consumption Consumption Consolideted 
No. Bills in Kw. Hrs. No. Bills in Kw. Hrs. Factor 


Prompt, accurate bill analyses can be the extra “edge” 
to management—spotting current trends and plotting 
future ones, laying a firm foundation for rate cases, 
and helping plan capital financing. 


Our “ONE-STEP” method of monthly* analyzation 
of bill frequency give more detailed consumption data, 


CORDING & STATISTICAL CORPORATION faster and at a lower cost than any other means of 

production. We can prove this to you as we have to 

. oye . ae, so many utility companies—simply write Dept. US for 
ublic Utili ty Data Processi ng Division full information, there is no obligation of course. 

IXTH AVENUE «¢ NEW YORK 13, N.Y. ¢ WOrth 6-2700 * illustrated is a typical monthly report 











P.U.R. QUESTION SHEETS 


With the least possible expenditure of time, effort and money, utility ex- 
e-utives, lawyers, accountants, engineers and others interested in any phase 
0 public utility regulation can keep well informed through these brief, four- 


/ «ge leaflets issued every two weeks. 


They consist of 10 questions and 10 authoritative answers based on current 
«cisions revealing court and commission views pro and con. Annual subscrip- 


ton $10, 


Send your order to 


Public Utilities Reports, Inc., 
332 Pennsylvania Building 
Washington 4, D. C. 











PAGES WITH THE EDITORS (Continued) 


oe unusual paradox is contained in 
the recent decision of the Civil Aero- 
nautics Board, which finds that the air- 
lines ought to be making over 10 per cent 
return. The anomaly lies in the fact that 
no airline in the United States is making 
anywhere near that amount—most of 
them are even making less than the mod- 
est amount allowed for old-line utility 
industries, such as gas, electric, and tele- 
phone. Whether this is a temporary sit- 
uation or whether it can be corrected is 
the subject of an article in this issue. 


Jesse J. FRIEDMAN, a consulting econo- 
mist whose article on air-line economy 
begins on page 230, is head of an eco- 
nomic consulting firm—Jesse J. Fried- 
man and Associates, Washington, D. C. 
He has authored numerous studies and 
articles on economic subjects. His ex- 
perience covers more than twenty years 
of government service and private prac- 
tice in the broad field of industrial eco- 
nomics and the public control of business, 
including the regulated industries. 


His brother and coauthor, Murray N. 
FRIEDMAN, is a professional economist 
who has served as a consultant with vari- 
ous government agencies, including the 
Office of Price Administration, U. S. 
Strategic Bombing Survey, Department 
of Commerce, and the Senate Judiciary 
Committee. He has taught economics at 
the College of the City of New York and 
3rooklyn College and is currently a mem- 


W. L. FAITH 


ber of the faculty of Queens Colleg« 
New York. 
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E pensiinags are hearing more and mure 
about smog and air pollution con- 
trol and they are doing more about it 
well. Sometimes it is a little difficult, as 
in the recent case of the electric uti 
company which tried to solve the pr 
lem by importing natural gas for bo'ler 
fuel, only to trip on a regulatory hur (le 
erected by the Federal Power Comn : 
sion. But, by and large, the utilities 
making progress in this increasingly 
portant area of public health and safe 


THE recent steps taken to eliminate «u- 
tomobile exhaust as a contributor to air 
pollution suggests that a broad and co- 
ordinated frontal attack on this problem 
will have to be made. Orders given by 
various government agencies, for exain- 
ple, that their vehicles be equipped with 
exhaust trap devices are very good as far 
as they go. Efforts made by utilities to 
substitute smokeless fuels and trap flving 
ash are likewise constructive steps. but 
unless the automotive industry, manutac- 
turing new cars, and other industrial con- 
tributors to air pollution problems are 
either joined in or are conscripted, prog- 
ress will continue to be erratic in this im- 
portant sector of our modern civilization. 


THE article on air pollution control, 
which begins on page 236, is written 
by Dr. W. L. Fairu, president of the 
Air Pollution Control Association. He 1s 
managing director of the privately sup- 
ported, nonprofit Air Pollution Founda- 
tion (Los Angeles), a scientific fact-find- 
ing mission which recently successfully 
concluded a $500,000-a-year research pro- 
gram. He is a graduate of the Univer:ity 
of Maryland (BS) and the University of 
Illinois (MS and PhD in chemical ergi 
neering). For nine years he was also 
sociated with the Kansas State Coll«s 


THE next number of this magazine \ ill 
be out August 31st. 


Ther Oclitorue- 


PUBLIC UTILITIES FORTNIGHTLY—AUGUST 17, ‘7! 














My = PROCEEDINGS 
Bee 1960 CONVENTION 


AT LAS VEGAS, NEVADA 


NATICNAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 





THIS edition contains valuable material on the 
subject of regulation of rates and services of 
public utilities and transportation companies 
including the following: 


Progress in the Regulation, Services, Facilities and Safety of Operation of Public 
Utilities; Valuation; Depreciation; Rates of Transportation Agencies; Study of Rail- 
road Problems; Discussions on the subjects of ‘Duties and Responsibilities rm a Public 
Utilities Commissioner"; “Natural Gas Rate Problems"; "The Role of Communica- 
tions in Civil Defense"; "Outlook for Railroad Consolidations and Mergers"; and 
"Current Problems in the Regulation of Air Carriers." This volume contains a com- 
plete transcript of the addresses and committee reports of the 1960 Las Vegas 
meeting. The book is printed and bound in regular book cover. 


Price $10.00 — Approximately 500 pages 





OTHER PUBLICATIONS OF THE ASSOCIATION 


1957—Uniform System of Accounts for Water Utilities 
Class A & B—128 pages 
Accounts for utilities having annual water operating revenues of $250,000 or more .. $4.50 
Class C—100 pages 
Accounts for utllities having annual water operating revenues of $50,000 or more but 
less than $250,000 
Class D—é4 pages 
Accounts for utilities having annual water operating revenues of less than $50,000 .. 


1958—Uniform System of Accounts for Electric Utilities 
Class A & B—169 pages 
Accounts for utilities having annual electric operating revenues of $1,000,000 or more 
Class C—125 pages 
Accounts for utilities having annual electric operating revenues of $150,000 or more 
but less than $1,000,000 
Class D—59 pages 
Accounts for utilities having annual electric operating revenues of less than $150,000 2.00 


1958—Uniform System of Accounts for Gas Utilities 
Class A & B—212 pages 
Accounts for utilities having annual gas operating revenues of $1,000,000 or more .. 
Class C—130 pages 
Accounts for utilities having annual gas operating revenues of $150,000 or more but 
less than $1,000,000 
Class D—60 pages 


Accounts for utilities having annual gas operating revenues of less than $150,000 .. 


1958—Regulations Governing the Preservation of Records of Electric, 
Gas and Water Utilities 


1957—Telephone Separations Manual (Revised October, 1957) 


Depreciation: 


1943-1944 Reports of the Committee on Depreciation. A comprehensive and complete 
analysis of the problems of depreciation en public utility regulation 

1946—Methods of Pricing Retirements from Group Property Accounts 

1948—Half Cycle Methods of Estimating Service Life 

1948—Letter Symbols for Mathematics of Depreciation 

1960—Report of Committee on Depreciation 


(When remittance accompanies order, we pay forwarding charges) 
NATIONAL ASSOCIATION OF RAILROAD AND 


UTILITIES COMMISSIONERS 
P, O. Box 684 Washington 4, D. C. 
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PERFORMANCE FROM PROFITS AND VICE VERSA 


It is pretty generally agreed among utility managers, ~ well 
as other business managers, that profits flow from perfor: ance. 
But it is not so generally understood that the converse /f the 
proposition is equally true. Yet, in this thoughtful ana sis of 
the relationship between profits and performance, ° ‘arvin 
Chandler, president of the Northern Illinois Gas Co: ‘pany, 
reviews twenty points by which he tested the simple | /posi- 
tion that the profits of a utility are just as important 1 the 
achievement of service performance as service perform: :ce is 
necessary for the production of profits. 
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THE RATE BASE VERSUS "JUST AND REASONABLE RATES." 
PART Il. 






In the first instalment of this two-part series, John H. Bickley, 
utility consultant of Skokie, Illinois, and former regulatory 
official, reviewed the relationship between the composition of 
the rate base and the fixing of reasonable rates. He raised cer- 
tain questions as to the consistency of different policies in dif- 
ferent areas of the United States. In this second instalment 
Mr. Bickley goes on to explore other regulatory relationships 
in the fixing of reasonable rates. There is the ‘‘no formula” 


















doctrine in the fixing of natural gas pipeline rates. There is 7} 
“any method” or the “end result method” of the Hope Natural 

Gas decision. There were the remarkably prophetic comments 

of the late Justice Jackson when he disagreed with the major- i 
ity opinion in the Hope case. The author concludes that the DK 





rate base is a valuable tool but not an end in itself. 









WILL WE RIDE ON SUNBEAMS? 
For some years electric utility companies have been interested 
in the possibility of electric automobiles. The charging of bat- 
teries during off-peak hours and the resulting effect on load 







Le 











characteristics continue to beckon alluringly. But such pr:ctical the 
considerations as speed, primary cost, and cruising rang have for 
been deterrents. In this issue Robert M. Hyatt, science writer the 
of Hollywood, California, explores still another possibili‘y, the cre 
solar or sun-powered automobile as well as the electric auto- ber 
mobile which he believes is really on the way back. Wit!) smog See 
and other air pollution control features in mind, the no ::eless, Ho\ 






smokeless possibilities of both of these forms of locomotic con- 
tinue to challenge the interest of the electric utilities. 
















AND IN ADDITION .. .y « Special financial news, digests, and interpretations of court 
and commission decisions, general news happenings, reviews, Washington gossip, and ether features of 
interest to public utility regulators, companies, executives, financial experts, employees, investors, and 
others. 
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Lo cal Business Scores Again! On this, our Twentieth Anniversary, we salute 


the energy and foresight of thousands of businessmen and executives in every part of the land 
for ‘heir continuing support of the Payroll Savings Plan for U.S. Savings Bonds. For twenty years, 
they have seen the Payroll Savings Plan pay off in more local buying power. They’ve seen it help 
Create more efficient and confident employees. They’ve seen it as a hard-to-beat employee 
ben fit program. They’ve seen it improve labor relations and cut employee turnover. They’ve 
see” it strengthen the economic sinews of the nation. 


Ho\. about you? Why not install this plan now or learn the many ways to improve participation 
in your existing plan. Send for complete brochure. Call your 
State Savings Bonds Director or write: U.S. Savings Bonds 
Division, Treasury Department, Washington 25, D.C. 


U.S. SAVINGS BONDS 


20 Years of Service to America 


Public Utilities Fortnightly @ 
—_ 


U.S. Gove sment does not pay for this advertisement. The Treasury Department thanks, for their patriotism, The Advertising Council and the donor. 





CBoukble Coke 


“There never was in the world two opinions alike.” 
—MONTAIGNE 





WARREN J. SULLIVAN “T don’t think railroad transportation has bee: out- 
Director of traffic, Allied moded—it has been outwitted.” 
Chemical Corporation. 
ca 


DAVE GARROWAY “Television is in a particularly anomalous po. ‘ion, 
TV and radio performer. since it is under vague requirements to serve pub > in- 
terest, convenience, and necessity, but without s; cific 
clarifications and lacking many supplementary _ ter- 

pretations ...” 


* 


Joun P. DoyLe “Despite the preamble to the Interstate Com: erce 

Former staff director, Senate Act, we have had no effective national transpor ition 

Commerce Committee's policy established primarily to serve the public _ iter- 

transportation study group. est. We have no recognized national objectiy < in 
transportation nor any plan to achieve them.” 


¥ 


Joun E. Moss “The critical importance of a full flow of infcrma- 
U.S. Representative from tion in a self-governing society was recognized b, the 
California. - framers of our Constitution, and the guaranteed rights 
of free speech and free press inherently carry the right 
to know. Any relinquishment of the right to know 
impairs the processes of democracy and can be tol- 
erated only on the most persuasive showing of need.” 
¥ 


EDITORIAL STATEMENT “'. . it is becoming clear that this administration 

The Wall Street Journal. and this Congress propose to pursue their political 
spending plans with little regard to the governnient’s 
financial condition. Unless they change quickly and 
abruptly, they are setting the country on an inflationary 
course. That means shirking one of the government's 
most basic moral responsibilities, the preservation of 
honest money.” 

© 


WaL_tTeER H. Jupp “The public has been led to believe that they can get 
U. S. Representative from government financing without government control and 
Minnesota. ultimate government operation of medical services. It 
is naive for anyone to believe that Congress will take 
the people’s money away from them through taxes 
and then allow the money to be spent by someone else 
without the Congress maintaining its own firm control. 
Congress would be completely irresponsible if i‘ did 
not so control the funds it raises—and it is noi and 
will not be that irresponsible.” 


¥ 


ARTHUR J. GOLDBERG “I am perfectly aware that automation and ~i0d- 

Secretary of Labor. ernization of American industry . . . would se ° at 
first impression to add to our problem of cre ‘ing 
enough new jobs for the full employment of the “ ter 
ican labor force. But the remedy for unemploy .ent 
is not to stay automation and technological prog ss. 
What we have to fear most is lack of innovation ind 
competitive capacity. . . . The excess capacity ow 
complained about will disappear and be replace by 
bottlenecks and shortages whenever we get the econ my 
moving toward full employment.” 
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CHECK THESE DATES: 


Aug. 18—Southern Gas Association will hold 
round-table conferences on _ budgets, 
budgeting, and employee relations, At- 
lanta, Ga. 


Aug. 18—Southern Gas Association will 
hold financial officers’ round-table confer- 
ence and transmission management con- 
ference, Tulsa, Okla. 


Aug. 21-23—Alaska Telephone Association 
will hold annual convention, Palmer, 
Alaska. 


Aug. 22-25—Western Electronic Show and 
Convention will be held, San Francisco, 
Cal. 


Aug. 23-25—American Institute of Electrical 
Engineers will hold Pacific general meet- 
ing, Salt Lake City, Utah. 


Aug. 25-26— Arkansas Broadcasters Asso- 
ciation will hold fall meeting, Little Rock, 
Ark. 


Aug. 28-30 — Appalachian Gas Measure- 
ment Short Course will be held, West 
Virginia University, Morgantown, W. Va. 


Aug. 28-Sept. 1—American Society of Me- 
chanical Engineers will hold international 
heat transfer conference, University of 
Colorado, Boulder, Colo. 


Aug. 28-Sept. 8—National Association of 
Railroad and Utilities Commissioners, Spe- 
cial Committee on the Training of Com- 
mission Personnel, will hold short course, 
Atlanta, Ga. 


Aug. 30-Sept. 1—American Institute of Min- 
ing, Metallurgical, and Petroleum Engi- 
neers will hold third annual semiconduc- 
tor conference, Los Angeles, Cal. 


Sept. 6—New Jersey Gas Association will 
hold annual meeting, Spring Lake, N. J. 


Sept. 6-7—Tennessee Telephone Association 
will hold annual convention, Nashville, 
Tenn. 


Sept. 6-8—Association of Illinois Electric 
Co-operatives will hold annual meeting, 
Springfield, Ill. 


Sept. 6-8—Northwest Public Power Asso- 
ciation, Power Use Section, will hold 
annual workshop, Forest Grove, Ore. 


Sept. 7—Rocky Mountain Gas Association 
will hold annual banquet, Denver, Colo. 


Sept. 10-12—Associated Traffic Clubs of 
America will hold annual meeting, Phil- 
adelphia, Pa. 


Sept. 10-13 — Rocky Mountain Electrical 
League will hold annual fall convention, 
Moran, Wyo. 


Sept. 11-12— American Gas Association- 
Edison Electric Institute will hold joint ac- 
counting section organization meeting, 
Cincinnati, Ohio. 


Sept. 11-12—Arkansas Telephone Association 
will hold annual convention, Hot Springs, 
Ark. 


Sept. 11-12—National Rural Electric Co- 
operative Association, Region V, will hold 
meeting, Eau Claire, Wis. 


Sept. 11-13—American Water Works Asso- 
ciation, Kentucky-Tennessee Section, will 
hold annual meeting, Louisville, Ky. 


Sept. 11-13—Annual Accident Prevention 
Conference will be held, Dallas, Tex. 


Sept. 11-15—Instrument Society of America 
will hold fall instrument-automation con- 
vention and exhibit as well as annual 
meeting, Los Angeles, Cal. 


Sept. 11-17—Affiliated Advertising Agencies 
Network will hold annua! international 
meeting, Chicago, Ill. 


Sept. 11-19—International Navigation Con- 
gress will be held, Baltimore, Md. 


Sept. 12-13—Ohio Valley Transportation Ad- 
visory Board will hold meeting, Louis- 
ville, Ohio. 

Sept. 12-14—Eastern Wood Pole Conference 
will be held, State University College of 
Forestry, Syracuse, N. Y. 


Sept. 12-14—Mid-West Gas Association will 
hold school and conference, Ames, lowa. 











Pennsylvania Plant Dedication 


Charles E. Oakes (on the left), board chairman of the Pennsylvania 
Power and Light Company, receives the congratulations of 
Governor David L. Lawrence of Pennsylvania at 
the dedication ceremonies for the new 300,000- 
kilowatt steam-generating plant at Brunner 
Island, Pennsylvania. For additional 
notes on this event, see page 261. 
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“Just and Reasonable Rates” 
Part | 


A critical view of the economic relationship between the rate base 

and "just and reasonable rates" under present circumstances. Why 

should just and reasonable rates become a matter of political geog- 

raphy or jurisdictional boundaries? Why should the rate base likewise 

mean one thing in one place and a different thing in another place? 

The first part of this two-part article deals with the criticisms of the 
fair value rule. 


By JOHN H. BICKLEY* 


HERE is One universal standard for 
public regulation of the rates and 
charges of public utilities and com- 
mon carriers. This is that such rates and 
charges shall be just and reasonable to 
patrons and that a utility shall be allowed 
just and reasonable compensation for the 
use of its property and for the service it 
renders, although regulation does not as- 


*Utility consultant, resident in Skokie, Illinois. 


For additional personal note, see “Pages with the 
Editors.” 


sure earnings. But there is a wide di- 
vergence of opinion as to how the stand- 
ard is to be met. 

Just and reasonable should be universal 
in meaning. It should not be a matter of 
political geography or jurisdictional 
boundaries. The rates and charges of any 
public utility should be just and reason- 
able, no matter where it operates. And 
the earnings of any utility should like- 
wise be just and reasonable, again re- 
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gardless of the area of operation. Yet 
this does not appear to be the case, for 
standards change at state lines. 


ail is just and reasonable is made 
to depend upon the kind of rate base, 
and just and reasonable has no universal 
meaning. This is a sad commentary on 
public utility rate regulation. Neverthe- 
less, it is justified by the implication that 
if a utility operated in one jurisdiction, 
rather than in another, its rates would 
be found exorbitant, solely because of a 
different concept as to an appropriate 
rate base, and without taking into ac- 
count the important circumstances that 
cause differences in earnings. By the 
standards of one state, the rates charged 
in certain other states would be said to 
be unreasonably high or low. Such dif- 
ferences should and need not exist. The 
kind of rate base should not alter the 
reasonableness of rates and earnings. 
There may be so much obsession about 
the rate base that the fundamental re- 
quirements of just and reasonable may 
not be served; for, if they were, the kind 
of property base would have no material 
effect on rates and earnings. The end re- 
sult should and can be substantially the 
same, whatever kind of rate base is em- 
ploved—whether it be fair value, repro- 
duction cost, or prudent investment. Cer- 
tainly, earnings that are commensurate 
with risk do not depend upon the kind 
of rate base. Neither do earnings that are 
sufficient to assure confidence in the finan- 
cial integrity of the enterprise, so as to 
maintain its credit and to attract capital. 


iy is not suggested that every electric 
utility, for example, should realize the 
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same return on its net utility plant and 
inventories, which may be used as a bench 
mark for purpose of comparison. There 
would be no more merit in this than a 
suggestion that all should have the same 
rates and charges. The return will and 


‘ should vary with local conditions and the 


circumstances in each case. But the cause 
of the variation should not be the kind 
of rate base adopted, for this is only one 
factor in the fair return equation. 


Rate Base Concepts 


Nn exhaustive discussion of the differ- 
ent kinds of rate bases employed and 
their merits will not be attempted here. 
But an analysis will be made of criticisms 
of certain rate base concepts, especially 
fair value, and of the merits claimed for 
other rate bases, especially prudent in- 
vestment and depreciated original cost. 


1. The Fair Value Rule of 
Smyth v Ames 


HE first rate base doctrine adopted 

by the United States Supreme Court 
as a test of the reasonableness of rates 
was that of “fair value,” enunciated in 
1898 in Smyth v Ames, 169 US 466, 546, 
547: 


We hold, however, that the basis of 
all calculations as to the reasonableness 
of rates to be charged by a corporation 
maintaining a highway under legisla- 
tive sanction must be the fair value of 
the property being used by it for the 
convenience of the public. And in order 
to ascertain that value, the original cost 
of construction, the amount ex- 
pended in permanent improvements, the 
amount and market value of its bonds 
and stock, the present as compared 
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with the original cost of construction, 
the probable earning capacity of the 
property under particular rates pre- 
scribed by statute, and the sum required 
to meet operating expenses, are all 
matters for consideration, and are to 
be given such weight as may be just 
and right in each case. We do not say 
that there may not be other matters to 
be regarded in estimating the value of 
the property. What the company is en- 
titled to ask is a fair return upon the 
value of that which it employs for the 
public convenience. On the other hand, 
what the public is entitled to demand 
is that no more be exacted from it for 
the use of a public highway than the 
services rendered by it are reasonably 
worth. 


oe decisions by federal and 
state courts and by regulatory com- 
missions reflect the same doctrine, even 
though it has often been challenged. But 
Mr. Justice Harlan, who spoke for the 
court in the Smyth case, had an aware- 
ness of the difficulty in deciding what is 
just compensation : “How such compensa- 
tion may be ascertained, and what are the 
necessary elements in such an inquiry, will 
always be an embarrassing question.” 
And so it has been. The measurement 
of fair value has frequently been burden- 
some and uncertain, as it is bound to be. 
There are no fixed rules and the court did 
not prescribe a formula. In Minnesota 
Rate Cases, 230 US 352, 434, decided in 
1913, the court observed, Mr. Justice 
Hughes speaking: 


The ascertainment of that value is 
not controlled by artificial rules. It is 
not a matter of formulas, but there 
must be a reasonable judgment having 


its basis in a proper consideration of 
all relevant facts. 


Many questions arose. The allowances, 
if any, for franchise and going concern 
value were frequently in dispute and at- 
titudes changed. The amount to be de- 
ducted for accrued depreciation and the 
method of measuring it were not always 
clear and definitions varied. Disputes, al- 
most endless, took place with respect to 
reproduction cost, including the basis of 
the estimates, such as replacement in 
kind, that is replacement of the existing 
property, or the cost of a modern substi- 
tute plant, that is, replacement of the serv- 
ice, the inventory and pricing methods, 
the pricing date or period, and the weight 
to be given reproduction cost. Efforts to 
eliminate it from the catalogue of con- 
siderations were not infrequent. 


T° the Smyth case, the fair value rule 


was advocated by the state of 
Nebraska; the railroad involved con- 
tended that rates should be based on 
original cost. In the years immediately 
following, carriers continued to advance 
original cost. Later, the theme was taken 
up by those representing the public. In 
San Diego Land & Town Co. v National 
City, 174 US 739, 757, decided in 1899, 
the court rejected cost as the rate base. 
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It continued to do so in San Diego Land 
& Town Co. v Jasper (1903) 189 US 
439,442, and in Stanislaus County v San 
Joaquin & King’s River Canal & Irriga- 
tion Co. (1904) 192 US 201, 215. The 
court in its test of fair value placed em- 
phasis on the value at the time of the rate 
inquiry. 

The view that original cost is the rate 
base was again clearly rejected in the 
Minnesota Rate Cases, supra. The court 
viewed the matter in two ways: (1) A 
company is not protected in its actual in- 
vestment, if that be more than value, and 
(2) a company is entitled to a just return 
on fair value if that be more than cost. 
But the court required that valuation 
methods be based on -relevant facts and 
not on mere conjecture, that no specula- 
tive increment in value be recognized, and 
that the results of the methods be reason- 
able. 


wu rates are not to be based upon 

consideration of original cost alone, 
under the rule of Smyth v Ames, neither 
is reproduction cost, per se, essentially 
fair value, Georgia R. & Power Co. v 
Railroad Commission of Georgia, 262 
US 625, 630, PUR1923D 1: 


The refusal of the commission and 
of the lower court to hold that, for 
rate-making purposes, the physical 
properties of a utility must be valued 
at the replacement cost less deprecia- 
tion was clearly correct... . 


Less than one month earlier, in Mis- 
souri ex rel, Southwestern Bell Teleph. 
Co. v Public Service Commission of Mis- 
souri, 262 US 276, PUR1923C 193, de- 
cided May 21, 1923, the same body, with 
the same personnel, held that the value 
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fixed by the utility commission was con- 
fiscatory. The majority reached this con- 
clusion because the commission had ac- 
corded no weight “‘to the greatly enhanced 
costs of material, labor, supplies, etc., 
over those prevailing in 1913, 1914, and 
1916.” This, however, was not tanta- 
mount to a conclusion that depreciated 
reproduction cost at the time of a rate 
inquiry is the value of the property. Em- 
phasis was simply placed on the need for 
consideration of and the giving of some 
weight to replacement cost as an element 
of fair value. The court was passing upon 
certain facts in relation to law. The state 
commission had failed to give adequate 
consideration to enhanced prices, and it 
was solely because of this failure, and 
not because the enhanced prices alone 
were determinative of value, that the com- 
mission was reversed. 


eat Mr. Justice Butler, speaking for 
the court in McCardle v Indianapolis 

Water Co. 272 US 400, 410, PUR1927A 

15, decided November 22, 1926, said: 


It is well established that values of 
utility properties fluctuate, and that 
owners must bear the decline and are 
entitled to the increase. The decision 
of this court in Smyth v Ames, 169 US 
466, 547, ... declares that to ascertain 
value “the present as compared with 
the original cost of construction” are, 
among other things, matters for con- 
sideration. But this does not mean that 
the original cost or the present cost or 
some figure arbitrarily chosen between 
these two is to be taken as the measure. 
The weight to be given to such cost 
figures and other items or classes of 
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evidence is to be determined in the light 
of the facts of the case in hand... . 


Still later, in 1933, in Los Angeles Gas 
& E. Corp. v California R. Commission 
et al, 289 US 287, 305, 306, PUR1933C 
229, the court, Mr. Chief Justice Hughes 
speaking, repeated the fair value rule. 
Nevertheless, the court affirmed the Cali- 
fornia commission, even though the latter 
had expressly stated that it had adhered 
to an historical cost rate base. But the 
case hinged upon the distinction between 
the functions of the court and the legisla- 
ture in the regulation of rates: 


We approach the decision of the par- 
ticular questions thus presented in the 
light of the general principles this court 
has frequently declared. We have em- 
phasized the distinctive function of the 
court. We do not sit as a board of re- 
vision, but to enforce constitutional 
rights. San Diego Land & Town Co. v 
Jasper (1903) 189 US 439,446. ... 
The legislative discretion implied in the 
rate-making power necessarily extends 
to the entire legislative process, embrac- 
ing the method used in reaching the leg- 
islative determination as well as that 


determination itself. We are not con- 
cerned with either, so long as constitu- 
tional limitations are not transgressed. 
When the legislative method is dis- 
closed, it may have a definite bearing 
upon the validity of the result reached, 
but the judicial function does not go 
beyond the decision of the constitu- 
tional question. That question is 
whether the rates as fixed are con- 
fiscatory. And upon that question the 
complainant has the burden of proof 
and the court may not interfere with 
the exercise of the state’s authority un- 
less confiscation is clearly established. 


Mr. Justice Butler, joined by Mr. Jus- 
tice Sutherland, dissented, because he was 
of the opinion that adherence to historical 
cost was contrary to prior decisions of 
the court. 


7 slavish obedience to fair value is 
not required was again recognized in 
Lindheimer v Illinois Bell Teleph. Co. 
292 US 151, 3 PUR NS 337, decided in 
1934. The court, Mr. Chief Justice 
Hughes again speaking, looked to the 
actual experience under rates which the 
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lower court had declared to be confisca- 
tory by the fair value approach to rate 
making : 


This actual experience of the com- 
pany is more convincing than tabula- 
tions of estimates. In the face of that 
experience, we are unable to conclude 
that the company has been operating 
under confiscatory intrastate rates. .. . 
The glaring incongruity between the 
effect of the findings below as to the 
amounts of return that must be avail- 
able in order to avoid confiscation and 
the actual results of the company’s 
business makes it impossible to accept 
those findings as a basis of decision. 


The “experience” to which the court 
referred was the fact that the company 
continued to grow, including a large in- 
crease in surplus and undivided profits, 
under the rates which the lower court had 
held confiscatory. 

Mr. Justice Butler concurred, but wrote 
a separate opinion on depreciation, which 
was an important issue in the case. 


2. Criticisms of the Fair Value Rule 


) ow most comprehensive review of 

the alleged shortcomings of the fair 
value rule of Smyth v Ames is found in 
the concurring opinion of Mr. Justice 
Brandeis in State of Missouri ex rel. 
Southwestern Bell Teleph. Co. vw Public 
Service Commission of Missouri (1923) 
262 US 276. According to Justice 
Brandeis the fair value rule is delusive; 
it is impossible to find an exchange value 
for a utility; the value cannot be de- 
termined by capitalizing earnings; it fails 
to give adequate protection to capital or 
to the public; it imposes a baffling task 
that is impossible of accomplishment; 
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there may be wide differences of opinion 
as to what is value for rate-making pur- 
poses; conditions have so changed since 
1898 that the fair value is no longer suit- 
able to current conditions; and the most 
serious vice of the rule is not the existing 
uncertainty, but that the method does not 
lead to certainty. This is indeed a severe 
indictment of the philosophy expressed 
in the Smyth case. But it is questionable 
whether the fair value doctrine ts as black 
as it was painted. And it is equally ques- 
tionable whether the prudent investment 
theory, advocated by Justice Brandeis, 
has all the advantages claimed for it. 


, ae three major criticisms of the fair 
value rule are (1) that “ ‘fair value’ 
is the end product of the process of rate 
making and not the starting point” and 
“that rates cannot be made to depend 
upon fair value when the value of a going 
enterprise depends on earnings under 
whatever rates may be anticipated.” Fed- 
eral Power Commission v Hope Nat. Gas 
Co. (1944) 320 US 591, 51 PUR 
NS 193; (2) that it is impossible to find 
an exchange value for a public utility; 
and (3) that much is left to the judg- 
ment of the regulatory agency that 1s 
called upon to find the fair value. Each 
of these objections will be reviewed 
briefly. 

The first objection confuses exchange 
value with rate base value. Prior to the 
Hope case, commissions and courts dis- 
tinguished between the economic concept 
of exchange value and fair value as used 
for rate base purposes, and did not find 
values that were dependent on earnings. 
Moreover, the fair value rule does not et'- 
ploy circular reasoning, as has been as- 
serted. 
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ion use of the word “value” in the 
process of fixing a basis for the rates 
to be charged by a public utility may be 
unfortunate, when there is a failure to 
recognize that it is a certain kind of value 
for a limited purpose. Mr. Justice 
Brandeis said that “value is a word of 
many meanings.” But it is less unfor- 
tunate than for those who are familiar 
with the processes of rate regulation to 
confuse market value with rate base value. 
“Since this ‘value’ is determined primarily 
for use in the processes of rate regulation, 
it is obviously something different from 
the market value which economists gen- 
erally contemplate.”? Professor Hadley 
preferred the word “assessment” to de- 
| fine the process. “An assessment is a 
charge, or a basis of charges, fixed by 
constituted authorities for any purpose 
whatever. .. . We fix an assessment; we 
ascertain a value.”* The importance of 
the Smyth case is not so much the refer- 
ence to “fair value,” although that term 
is identified with the case; it was refusal 
of the court to be bound by any single 
criterion for the purpose of a rate base 
determination, The court mentioned cer- 
tain, but not all, matters to be considered 
in making an assessment of property for 
rate purposes. 

The rate base conflicts have centered 
primarily around such questions as what, 
if any, weight is to be given to repro- 
duction cost and how such cost is to be 
measured. Such conflicts are not unusual 
in making an assessment of property for 
any purpose. But a process is not to be 
condemned because of the inherent diffi- 

1T. L. Sharfman, American Economic Review, 


Vol. XVIII, No. 1, p. 206. 
*“The Meaning of Valuation,” by Arthur T. 


Hadley, American Economic Review, Vol. XVIII, 
No. 1, pp. 173, 179. 


culties, and because all may not arrive at 
the same conclusions from the facts at 
hand. 


._ second objection to the fair value 
rule is an extension of the first. Mr. 
Justice Brandeis declared that “it is im- 
possible to find an exchange value for a 
utility, since utilities, unlike merchandise 
or land, are not commonly bought and 
sold in the market.” A similar view was 
expressed in Los Angeles Gas & E. Corp. 
v California R. Commission, supra: 


. .. In determining that basis [value], 
the criteria at hand for ascertaining 
market value, or what is called ex- 
change value, are not commonly avail- 
able. The property is not ordinarily the 
subject of barter and sale and, when 
rates themselves are in dispute, earn- 
ings produced by rates do not afford a 
standard for decision. The value of the 
property, or rate base, must be deter- 
mined under these inescapable limita- 
tiem... . 
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It is true that utility fixed properties 
are not ordinarily the subject of barter 
and sale, as are commodities. Neither are 
the properties of other industries, such 
as steel mills, automobile factories, tire 
and tube plants, and chemical plants. Con- 
sequently, there is no difference between 
the fixed assets of utilities and those of 
other industries in this respect. But since 
the purchase price of going business prop- 
erties is usually based mainly on expected 
earning power, such value may not be 
acceptable as the rate base. 


ME: Justice BRANDEIs dwelt at length 
on the third objection to the fair 
value rule; namely, that much is left to 
the judgment of the rate-making body. 
There is no question about this aspect of 
the case, because fair value is by no 
means an exact standard that can be com- 
puted with mathematical accuracy. Equal- 
ly competent and conscientious men, ex- 
amining the same facts, can and often 
will arrive at different conclusions as to 
value, because opinions may reasonably 
differ. They may disagree as to how re- 
production cost is to be determined, and 
what it is, or how depreciation is to be 
measured and also on the amount, on the 
weight to be given each element of value, 
and on various other matters. Yet regula- 
tion probably always will entail elements 
of judgment, because it is not a mere 
mechanical process for which a high- 
speed calculating machine can be substi- 
tuted for the judgment of men. The fact 
that judgment is required does not in- 
validate a regulatory doctrine, or establish 
a deficiency. 

Moreover, the facts in a case may be a 
subject of serious dispute; and frequently 
they are not the same to all men, certainly 
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in their meaning and significance. The 
weight given to apparently conflicting 
facts may differ. And a pile of facts does 
not necessarily establish a principle or the 
truth. Members of the Supreme Court in 
the Hope case were in disagreement as to 
the significance to be given to agreed- 
upon facts and the way in which they 
were to be treated. Furthermore, as is 
repeatedly demonstrated, a decision can 
turn upon the facts selected for decision 
and those that are cast aside. “Behind 
every fact lies a theory.” These observa- 
tions hold regardless of the kind of rate 
base. 


B” it may be inquired, should not the 
subjects requiring the exercise of 
judgment be minimized in rate regulation 
wherever possible? The answer to this 
must be found in what may be sacrificed 
in the process. The fair value rule is a 
reasonable one that can be made to serve 
the interests of utilities and their patrons 
alike. On the other hand, the doctrine, 
when poorly conceived and administered, 
can cause unfavorable consequences for 
both investors and customers. So can any 
other kind of rate base. If in times of 
high construction costs, fair value is 
heavily weighted for reproduction cost, 
it can appear to justify higher rates than 
a utility needs and more than the service 
is worth, and earnings that are higher 
than have ever been experienced and in 
excess of those sought. Conversely, in 
periods of depressed costs, accompanied 
by depressed business, such as in the early 
nineteen thirties, fair value might appeaf 
to warrant a lowering of rates at a time 
when utilities suffer a loss of business and 
revenues and need more rather than less 
income. 
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But, as a practical matter, the fair 
value rule can be made an instrument for 
a flexible price structure, and can be made 
to give less weight to the dead hand of 
past costs without excessive weight to 
current costs. This is the virtue of judg- 
ment. 


3. The Prudent Investment Theory of 
Justice Brandeis 


i inn prudent investment rate base 
theory is generally associated with 
Mr. Justice Brandeis who explained it 
fully in the Southwestern Bell case, supra. 
Closer examination of the theory is war- 
ranted, because the meaning may not be 
clear. Prudent investment may have two 
meanings, depending upon whether one 
looks to the utility itself as a distinct 
entity, or to the investors who provide 
the money for property acquisitions and 
construction, and for financing the cur- 
rent operations of the business. In one 
sense, and, it may be submitted, an ac- 
curate sense, it is the investment by the 
utility, or the consideration paid by it for 
property (actual cost), subject to the 
qualification that the investment be made 
prudently. But as used by Mr. Justice 
Brandeis, prudent investment has a differ- 


ent meaning for rate regulation. He con- 
curred in the judgment of reversal, but 
on “the ground that the order of the state 
commission prevents the utility from 
earning a fair return on the amount pru- 
dently invested in it.” Thus, prudent in- 
vestment was defined in terms of the 
amount invested in the utility and not as 
the amount invested by the utility. In all 
previous cases, in Southwestern Bell, and 
in most of the later cases, the starting 
point in rate inquiries has been the prop- 
erty of the utility, and it is the property 
that is not to be confiscated and on which 
a fair return is to be allowed. 

Mr. Justice Brandeis adopted a dif- 
ferent premise, and turned to the in- 
vestors in utility enterprises, but then 
almost immediately reverted back to the 
utility itself. Having declared that the 
“so-called rule of Smyth v Ames is, in my 
opinion, legally and economically un- 
sound,” he continued: 

The thing devoted by the investor 
to the public use is not specific prop- 
erty, tangible and intangible, but capi- 
tal embarked in the enterprise. Upon 
the capital so invested the federal Con- 
stitution guarantees to the utility the 
opportunity to earn a fair return. . 
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This raises at least two questions in- 
volving the economic reasoning presented. 


Rs: it is necessary to inquire how 

utility service is furnished. Is it sup- 
plied by money invested by creditors and 
owners, or is it produced by labor, enter- 
prise, managerial skill, and property— 
land, buildings, telephone exchanges, 
cables, boilers, turbines, generators, trans- 
mission and distribution lines, and other 
productive assets—as other goods and 
services are produced? As far as the 
rendition of service is concerned, it is the 
property, reflected on the asset side of 
the balance sheet, that is the means by 
which service is provided, and not the 
various claims on and interests in prop- 
erty and earnings. 

Second, an investor devotes nothing 
to public use. He devotes his savings to 
private use—his expectation of personal, 
private gain. He consigns or commits his 
funds to others, including the United 
States government, but dedicated to an 
expectation of a return. Briefly, he in- 
vests his money, and he is free and will- 
ing to shift his investments, A bondholder 
purchases a promise of interest and the 
return of the face amount of his bond. 
A common shareholder purchases a re- 
sidual interest in assets and earnings, evi- 
denced by a stock certificate. The prop- 
erty of these investors is bonds and shares 
of stock. The funds they invest are used 
to acquire property, tangible and in- 
tangible, that is used in the production 
of goods and services that people want, 
including public services. Creditors and 
stockholders provide the money, but the 
money is only a means of paying for 
property by which, along with labor, 
service is rendered. 
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Ww thing is devoted to public use in 
the case of a publicly owned utility? 
Originally, the property of such a utility 
may have, and often has, been financed 
entirely by revenue bonds which are se. 
cured by a lien on revenues but not on the 
physical property. Would it be said: The 
thing devoted by bondholders to public 
use... ? If the bonds of a publicly 
owned, or privately owned, utility are 
held by an insurance company, or several 
of them, would it be said: The thing de- 
voted by the insurance company to public 
use ... ? And does the insurance com- 
pany thereby become a public utility? 
Certainly not! What occurs when a state 
or municipality has unencumbered title 
to the property and unencumbered reve- 
nues from its use? Would the statement 
be: The thing devoted by the public to 
public use is not property, tangible or in- 
tangible, but the capital of the public? 
What would be said about the work- 
man? Would it be: The thing devoted by 
the workman to public use is not labor 
but (?) embarked in the enterprise? If a 
workman is employed by the public, he 
could say his services are being used by 
the public. This really means that his 
labor, whether he is employed by a public 
body or a private enterprise, is used in 
the production of a service or some other 
economic good that is used by the public. 
But he dedicates his labor to an expecta- 
tion of receiving wages. There is no dif- 
ference between labor and capital (prop 
erty) in this respect. Both are used to 
produce all economic goods, including 
products of manufacturing industries and 
all services, which are created to satisfy 
the wants of people, the public. 
It is clear that investors, by commit- 
ting their savings to private business enter- 
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prise, make possible the acquisition of 
capital goods or productive property by 
which other goods and services, including 
public services, are produced. But in- 
vestors do not render the service and the 
service is not produced by their savings, 
but by the property, tangible and in- 
tangible, that money buys. If a distinc- 
tion is to be made between the investor 
and the business entity, as is surely essen- 
tial in the case of creditors, then it is the 
property on which a fair return should 
be allowed. 

In addition, present investors may not 
be those who originally provided all the 
funds to finance the acquisition and con- 
struction of property and operations. The 
investors in business enterprise, and es- 
pecially the shareholders in large-scale 
corporate enterprise, change almost con- 
stantly. If the investor approach to a rate 
base is adopted, the return should be on 
the market value of securities. Otherwise, 
investors may be deprived of their prop- 
erty—the value of their bonds and shares 
of stock. But this would create other 
problems. 


Hs established his premise that 

“The thing devoted by the investor 
to the public use is not specific property, 
tangible or intangible, but capital em- 
barked in the enterprise,” Justice Brandeis 
continued : “Upon the capital so invested 
the federal Constitution guarantees to the 
utility an opportunity to earn a fair re- 
turn.” The word “capital” is not here used 
in its economic sense, but to describe the 
means of financing property and opera- 


tions, which is a common, but sometimes % 


confusing, usage. And having spoken of 
the investors, he then recognized the right 
of the utility to an opportunity to earn 


a fair return, and thereby moves from 
the investor to the business enterprise 
itself. 


. is not to be concluded from the fore- 

going that consideration of the amount 
prudently invested in the utility by credi- 
tors and shareholders, including retained 
earnings, serves no useful purpose in 
regulation. On the contrary, this ap- 
proach can be highly useful in many in- 
stances. 

Mr. Justice Brandeis said: 

The compensation which the Con- 
stitution guarantees an opportunity to 
earn is the reasonable cost of conduct- 
ing the business. Cost includes not only 
operating expenses, but also capital 
charges, Capital charges cover the al- 
lowance, by way of interest, for the 
use of the capital, whatever the nature 
of the security issued therefor; the 
allowance for risk incurred; and 
enough more to attract capital. The 
reasonable rate to be prescribed by a 
commission may allow an efficiently 
managed utility much more. But a rate 
is constitutionally compensatory, if it 
allows to the utility the opportunity 
to earn the cost of the service as thus 


defined. 


Later in the same opinion, he added: 
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In essence there is no difference 
between the capital charges and op- 
erating expenses, depreciation, and 
taxes. Each is a part of the current cost 
of supplying the service; and each 
should be met from current income. 
. .. The necessary cost, and hence the 
capital charge, of the money embarked 
recently in utilities, and of that which 
may be invested in the near future, may 
be more, as it may be less than the 
prevailing rate of return required to 
induce capital to enter upon like enter- 
prises at the time of a rate hearing ten 
years hence. To fix the return by the 
rate which happens to prevail at such 
future day, opens the door to great 
hardships. Where the financing has 
been proper, the cost to the utility of 
the capital, required to construct, equip, 
and operate its plant, should measure 
the rate of return which the Constitu- 
tion guarantees an opportunity to earn. 


In the Hope case, infra, the court ex- 
pressed a similar view: 


... From an investor or company point 
of view it is important that there be 
enough revenue not only for operating 
expenses but also for the capital costs 
of the business. . . . 


HE Capital charges or costs may be 

measured in reference to both the 
actual cost of utility property and the 
reproduction cost. The actually invested 
capital (money) is readily determinable, 
and it will sometimes be found that this 
is substantially equal to the investment in 
utility property. But whether more or less, 
the actual cost of the money capital may 
have great significance, provided the 


AUGUST 17, 1961 


money has been prudently invested by the 
company in its utility property. The his- 
torical cost of debt money can be related 
to the amount of debt funds, the actual 
cost of preferred stock money can be re 
lated to preferred stock funds, and the 
historical cost of common stock can be re- 
lated to common stock funds to arrive at 
a total cost for money capital invested. 
The same procedure may be followed 
in connection with the reproduction cost 
of property and the amount of money 
capital that would be required to finance 
the property at reproduction cost. This is 
accomplished by substituting, in a balance 
sheet, the reproduction cost of utility 
plant for the book cost of the plant, 
adding other assets, and deducting liabili- 
ties other than invested capital. The re 
mainder will be the aggregate amount of 
money capital that would be required to 
finance the property at reproduction cost. 
This aggregate can be divided into debt 
funds, preferred stock, and common stock 
according to the percentage distribution 
of the actually invested capital. To each 
segment of the capital required at repro- 
duction cost there can be applied a current 
cost or rate to measure the aggregate cost 
of money capital at reproduction cost. 


- the money capital has been prudently 

invested in assets required to conduct 
the business, including plant to assure the 
continuity of adequate and efficient serv- 
ice in the future, the allowed dollar re- 
turn would not reasonably be less than 
the cost of that capital. 

The appealing qualities of prudent in- 
vestment, or cost to the utility, are sim- 
plicity; economy of time and effort; 
greater exactness in measurement; elimi- 
nation of matters sometimes conjectural, 
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uncertain, and indefinite in nature; reduc- 
tion of the element of opinion; and hence 
more uniformity and comparability of re- 
sults. 

Once the books of account express 
actual cost, it becomes a continuing rec- 
ord. It is a reasonably definite quantity 
which varies only with additions, better- 
ments, and retirements—amounts which 
are susceptible of reasonably accurate de- 
termination. Less delay is encountered in 
the establishment of cost when a rate 
inquiry arises, and hence regulation is 
expedited—a desirable condition. 


, wow of qualificatiton must be in- 
jected, because, in part, of criticisms 
leveled at reproduction cost estimates. 
The actual cost of property is the amount 
carried on the balance sheet, or, at least 
under present accounting practice, that is 
generally what should be reported. How- 
ever, accounting is but an art, though an 
essential, highly utilitarian, and difficult 
one. But it is not exact and the accuracy 
of property records is no greater than the 
principles or conventions and the practices 
adopted and the methods employed in 
recording transactions. There have been 
sharp and wide differences of opinion as 
to what is cost. And to say that “cost 
represents cost” is vacuous. 

Many costs charged to plant accounts 
are apportionments of joint costs, and 
such apportionments are no more exact 
or reliable than the assumptions on which 
they are based. Some utilities capitalize 
interest; a few do not. Some have capi- 
talized interest for a long time; some but 


recently. Views concerning the basis for 
capitalization of interest differ. All of 
these circumstances cause differences in 
recorded cost. This is not to disparage 
the value of accounting, but the limita- 
tions of the art should be understood. The 
late Mr. Justice Jackson phrased the mat- 
ter most aptly: 


To make a fetish of mere accounting 
is to shield from examination the deep- 
er causes, forces, movements, and con- 
ditions which should govern rates. 
Even as a recording of current trans- 
actions, bookkeeping is hardly an exact 
science. As a representation of the 
condition and trend of a business, it 
uses symbols of certainty to express 
values that actually are in constant flux. 
It may be said that in commercial or 
investment banking or any business 
extending credit success depends on 
knowing what not to believe in account- 
ing. . . . If one cannot rely on account- 
ing accuracy to disclose past or current 
conditions of a business, the fallacy of 
using it as a sole guide to future price 
policy ought to be apparent. However, 
our quest for certitude is so ardent 
that we pay an irrational reverence to 
a technique which uses symbols of cer- 
tainty, even though experience again 
and again warns us that they are 
elusive. 


N addition, it may be observed that sim- 
plicity alone is not a completely per- 
suasive quality. It must be judged in the 
light of its works, and these may produce 
unreasonable and inequitable results. 


Part II of this article will appear in the next issue of the FORTNIGHTLY. 
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The New Economics of the 
Air-line Industry 


By JESSE J. FRIEDMAN* and MURRAY N. FRIEDMAN** 


The domestic trunk air-line industry finds itself today in a critical 

phase of its development. Operating and service innovations ac- 

companying the surge to jets have received most of the public's 

attention to date, and have tended to obscure the emergence of 

deep-rooted economic problems which are drastically different, in 

nature as well as in magnitude, from any previously encountered in 
the dynamic history of the commercial air transport business. 


HE domestic trunk airlines are en- 
gaged in a massive re-equipment 
program. The conversion to jet 
power has necessitated a volume of cap- 
ital outlays which dwarfs that required 
for any previous equipment changeover. 
It is estimated by the Air Transport As- 
sociation that the capital invested by the 
carriers in new equipment during the 
five-year period 1958-62 will total more 
than $2.5 billion, an amount which is 
greater by half than the cost of all the 
*Economic consultant, head of Jesse Friedman 
& Associates, Washington, D. C.; **member of 


faculty of Queens College, New York. For addi- 
tional personal notes, see “Pages with the Editors.” 
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aircraft and other property owned by the 
entire industry at the beginning of that 
period. 

To attract investment capital on this 
scale has required a complete overhaul 
of the financial structure of the industry. 
At the end of 1955, the total long-term 
debt of the domestic trunk airlines was 
less than $200 million, and accounted for 
about 28 per cent of the combined to- 
tal of debt and equity. At the end of 
1960, by contrast, long-term debt totaled 
about $1 billion, representing an increase 
to 56 per cent of total debt and equity 
combined. 
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nga to assume vast amounts of 
debt, the financial condition of the 
carriers is necessarily exposed to new 
economic risks and uncertainties as car- 
rier earnings come under the constant 
pressure exerted by unusually heavy, and 
still increasing, fixed charges. Five years 
ago, when operating revenues were some- 
what in excess of $1 billion, the interest 
charges paid by the domestic trunk indus- 
try on long-term debt were about $6 mil- 
lion. 

Out of every revenue dollar pro- 
duced in 1955, only six-tenths of 1 per 
cent had to be reserved for interest costs. 
In 1960, with total revenues of less than 
$2 billion, interest charges amounted to 
about $45 million. This meant that al- 
most 24 cents of every dollar of revenue 
generated last year had to be set aside 
to pay interest. 

By comparison, the total amount of 
after-tax net income earned by the in- 
dustry in 1960 was less than one-half 
of 1 per cent of its dollar revenues. 


Capacity Costs 

_ the greater size and speed of 

the new equipment, the amount of 
capital investment required per unit of 
capacity operated by the industry is also 
much greater than ever before. This in- 
crease in unit-of-capacity capital costs 
has been one of the outstanding economic 
characteristics of the domestic trunk in- 
dustry during the past five years. 

To show this trend, we have devised 
a special ratio which reflects the change 
in the number of available seat miles 
flown in relation to the acquisition cost 
of operating property and equipment 
owned by the carriers. For this purpose, 
the book value of these assets before ac- 


cumulated depreciation is used as a close 
approximation of acquisition cost: 


Available Seat Miles Per Dollar of 
Acquisition Cost of Operating 
Property and Equipment 

1956 


Even this dramatic trend does not tell 
the whole story. In an effort to reduce 
capital commitments, several airlines have 
arranged to lease some portion of their 
ground facilities and equipment require- 
ments. Allowance for this factor would 
serve to make the downward movement 
of unit capacity costs still more marked. 


W"" a heavy burden of fixed charges, 
a capital structure becoming steadi- 
ly more weighted by debt, and contin- 
ually increasing capital requirements per 
unit of operating capacity, the financial 
stability and security of the airlines im- 
peratively demand a more than usually 
intensive use of invested capital. 
Instead, two major factors have com- 
bined to produce the opposite result, pri- 
marily in the form of a serious capacity 
surplus : 


a. Despite enthusiastic public ac- 
ceptance of jet service, the rate of 
traffic growth as a whole has slackened 
substantially from that experienced in 
former years. 

b. The effects of the traffic lag have 
been compounded by the practical 
necessities of air-line competition as 
carriers have raced to protect or en- 
hance their position in important com- 
petitive markets. 


In the year 1960, domestic trunk-line 
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capacity, as measured by available seat 
miles flown, increased by 7.3 per cent 
from the preceding year. In the same peri- 
od, traffic volume, as measured by reve- 
nue passenger miles flown, increased by 
less than 4 per cent, and this traffic in- 
crease compares with a long-term annual 
growth rate in the magnitude of 10 to 
12 per cent. 


The Utilization of Capital 

 peoeanieomny as this gap is, it does not 

reflect the full extent of the decline 
in the intensity of capital utilization. For 
example, many piston-type aircraft were 
grounded or downgraded in use for eco- 
nomic reasons during 1960. Despite en- 
ergetic disposal efforts, these types of 
planes still accounted numerically for 
about three-fourths of the total equip- 
ment fleet of the domestic trunk lines last 
year. 

Although there is no specific meas- 
ure of the extent to which lack of de- 
mand was directly responsible for the 
underutilization of piston equipment, it 
is significant that data on utilization of 
the domestic trunk-line fleet as a whole 
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show that the average number of revenue 
hours per aircraft per day dropped from 
seven hours and twenty-three minutes in 
1959 to six hours and thirty minutes in 
1960. The utilization rate of turbojets 
climbed during this period, while the cor- 
responding rate for four-engine piston 
planes registered a sharp drop. 

Insufficient utilization of invested cap- 
ital tends to wear away financial strength. 
The erosion process takes many forms, 
and constitutes an ever-present threat to 
the financial integrity of the carriers. Cap- 
ital is consumed, whether fully utilized 
or not, as economic depreciation and ob- 
solescence take their toll. Interest pay- 
ments must be met, and with an adequate 
margin of safety, not only to maintain 
credit standing and investor confidence, 
but also because availability of successive 
instalments of borrowings is in some 
cases conditioned upon satisfactory earn- 
ings coverage of existing debt. 


7 is no challenge to the principle of 

competition to recognize the fact that 
excess capacity produced by excess com- 
petition inevitably dilutes the traffic and 
revenues which any single airline has 
any reasonable or practical hope of ob- 
taining. Reduced load factors do not per- 
mit corresponding reductions in cash ex- 
penses, with the result that operating 
margins, already too narrow for eco- 
nomic safety, are still further compressed. 

Capital underutilized is capital risked 
with no return. A high-earnings indus- 
try in a period of stability is in a position 
to absorb a certain degree of profitless 
investment. This is not the case for a 
depressed-earnings industry in a period 
of revolutionary change. 

One of the most significant aspects of 
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the economics of the air-line industry in 
the jet age is the persistent failure of 
earnings to achieve the level determined 
by the guardians of the public interest to 
be required in order to permit the indus- 
try to render adequate and efficient serv- 


Ice. 


Earnings Experience of Airlines 
“ May, 1956, the Civil Aeronautics 

Board undertook the most probing and 
painstaking economic investigation in its 
history. Its objective could not have been 
more basic: to determine what constitutes 
a fair and reasonable rate of return for 
the domestic trunk air-line business. 

Four and one-half years later, after 
sifting and studying a massive factual 
record, the board reached its official con- 
clusion. This is how the board, in the 
course of its lengthy decision of last No- 
vember, formally defined just what it had 
set out to decide: 


In determining the fair and reason- 
able return, as that term is judicially 
defined, the board must reach an end 
result which provides earnings suffh- 
cient to cover all the costs consistent 
with the furnishing of adequate and 
efficient air transportation. Among 
these costs must be included a return 
to the owners of the enterprise which 
is not only comparable to the results 
of similar undertakings, but which will 
insure the retention and attraction of 
capital in amounts adequate to foster 
economic health and development. 


Applying this definition, the CAB 
found the fair and reasonable return on 
investment to be 10.5 per cent for the 
industry. It recognized that the rate of 
industry earnings in any one year might 


be higher or lower than this standard, 
but it decided that the norm of 10.5 per 
cent on investment represents the fair and 
reasonable return which the domestic 
trunk carriers must earn as an industry 
average over an extended period. 


B’ contrast, the investment return 
which the industry has actually 


earned in each of the past five years has 
been as follows: 


1956 


1960 


The vital national importance of a 
healthy and vigorous air-line industry is 
universally recognized. Maintaining the 
health and vigor of the industry as it 
goes through the difficult transition to 
a new era in commercial aviation will 
require intelligent action by the indus- 
try itself and by public officials respon- 
sible for its economic regulation. 

Regardless of improvement in nation- 
al business conditions, the problem of un- 
derutilized investment is likely to persist 
for some time. The industry can help 
to meet this problem by active and im- 
aginative promotion to stimulate added 
traffic. Extraordinary efforts to expand 
existing markets and develop new markets 
for domestic air travel are called for, and 
the industry—for reasons both of sound 
business economics and of sound public 
relations—cannot afford to overlook the 
possible market opportunities of a sub- 
stantial broadening of reduced fare serv- 
ice. 


HATEVER the facts behind the fre- 
quently voiced criticism that years 
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ago the industry was unreasonably slow 
in introducing and developing coach 
service, there is no doubt that the last 
few years have witnessed a great ex- 
pansion by the trunk lines in the volume 
of coach fare service offered to the pub- 
lic. In 1950, about 14 per cent of total 
domestic revenue passenger miles was in 
coach service. By 1960, this proportion 
had climbed to almost 50 per cent, and 


today is at approximately the 60 per cent 
mark, 


There are encouraging signs in recent 
efforts by the trunk lines to experiment 
with various new forms of economy serv- 
ice. While the ultimate economic feasi- 
bility of these services is still to be de- 
termined, they are all the more note- 
worthy in view of the difficulties and 
dangers of such experimentation at a 
time of serious economic stress in the in- 
dustry. 


The Role of Regulation 


HE regulators can help by recognizing 

that the multiplicity of route compe- 
tition authorized in the past few years 
has—through the operation of normal 
business forces in the jet age—served 
virtually to assure a sum total of do- 
mestic-trunk air transportation capacity 
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substantially in excess of that which 
can be economically absorbed for some 
time. 

This result was not intended, and 
could not readily have been foreseen, 
when such competitive route awards were 
made, and such a recognition therefore 
signifies nothing concerning the wisdom 
of these decisions at the time they were 
made. 

With the benefit of hindsight, however, 
prudent regulation now necessitates that 
the CAB adjust its thinking to the reali- 
ties of the situation as it has, in fact, 
evolved. What is needed is a fresh look 
by the board at some of its long-standing 
policies in order to bring them into align- 
ment with the big economic problems 
which now confront the domestic trunk- 
line industry. 

Such a reappraisal needs, above all, to 
be balanced and dispassionate in its ap- 
proach, and to reflect an awareness that 
these problems have their origin in an 
industry-wide phenomenon affecting large 
and small alike. 


HERE are a number of constructive 
measures which could be taken. For 

example : 
1. Until present and prospective excess 
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capacity overhanging the market has be- 
come more fully digested, the board 
could be conservative in authorizing new 
route competition. This would mean 
going slow on route awards which would 
require for their implementation the ad- 
dition of substantial new capacity by any 
carrier. 

2. As a means of encouraging industry 
efforts to develop economy traffic markets 
more fully, the board could indicate its 
determination to use its statutory powers 
to protect such efforts from competitive 
excesses which, while committed in the 
name of competition, would have the 
effect of making desirable low-fare serv- 
ices uneconomic for all competitors. 

3. Whatever the merits of the ade- 
quacy-of-service controversy, the board 
could manifest some recognition of its 
own standard of the reasonable profit 


needs of the airlines by moving cautious- 
ly in imposing equipment and schedule 
requirements which threaten to diminish 
carrier profits significantly below levels 
already substandard. 

4. In pursuing its interest in exploring 
the possibilities of further trunk-line 
mergers, the board could make clear that, 
in applying its concepts of competitive 
balance, it intends to judge any merger 
proposal on its total merits, including 
its contribution to needed economic 
strengthening of the industry as a whole. 


oie new economics of the air-line in- 

dustry places new _ responsibilities 
upon both regulator and regulated. If 
the industry is to continue to grow and 
prosper, it will be necessary to meet the 
new problems with a new spirit of open- 
mindedness and flexibility. 





When the State Enters the Economic Field 


/I1T cannot be denied that today the development of scientific 

knowledge and productive technology offers the public authori- 
ties concrete possibilities of reducing the inequality between the 
various sectors of production and between the various countries 
themselves on a world-wide scale. This development also puts it 
within their capability to control fluctuations in the economy and, 
with hope of success, to prevent the recurrence of massive unem- 
ployment... . 

"But the principle must always be reaffirmed that the presence 
of the state in the economic field, no matter how widespread and 
penetrating, must not be exercised so as to reduce evermore the 
sphere of freedom of the personal initiative of individual citizens, 
but rather so as to guarantee in that sphere the greatest possible 
scope by the effective protection for each and all, of the essential 
personal rights, among which is to be numbered the right that in- 
dividual persons possess of being always primarily responsible for 
their own upkeep and that of their own family; which implies that 
in the economic systems the free development of productive ac- 
tivities should be permitted and facilitated." 


—EXCERPT from Papal Encyclical of 
Pope John XxXIll (‘Mater et Magistra'’). 
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The Changing Face of Air Pollution 


Utilities are hearing more and more about smog and air pollution 
control and they are doing more about it as well. By and large, the 
utilities are making progress in this increasingly important area of 


public health and safety. 
By W. L. FAITH* 


HE old-line “air pollution problem,” 

which wore a foreboding scowl long 

familiar to industrial management, 
is acquiring a new face. And like any gro- 
tesque countenance that reveals the some- 
times twisted thinking going on behind it, 
this one is unpleasant to behold—particu- 
larly if your eyes happen to be those of 
electric utility management. 

No longer is it sufficient for the elec- 
tric power industry to think old-fashion- 
edly in terms of fly ash and smoke and 
what kind of equipment to install to re- 
duce such emissions, any more than is it 
enough for other industries to think mere- 
ly of holding to a reasonable minimum 
their emissions of dusts, fumes, mists, 
gases, or odors. 

*President, Air Pollution Control Association. 


For additional personal note, see “Pages with the 
Editors.” 
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The changing face of air pollution re- 
flects a changing public climate that is 
bringing entirely new problems to indus- 
try. The electric utility industry is af- 
fected in two ways: 


i it must meet and solve these new 
problems in its own house and for its 
own protection. 

Second, as a public utility with an 
earned record of good citizenship in the 
communities it serves, it will want to pre- 
serve, even enhance, its reputation of 
helping others to help themselves. This 
will require spending time, effort, and 
money in a role of industrial-community 
leadership—stimulating and guiding civic 
campaigns to curtail local air pollution 
effectively but without vitiating the area’s 
economy. (The deserved credit for such 
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action, of course, can be reaped during 
the process and for long afterward.) 


Ww is the changing public climate? 
What are the new problems that 
industry must recognize and cope with? 
The answers cut deeper than to the pa- 
tency that all industry can expect more re- 
strictive legislation in practically every 
field. Air pollution control is no excep- 
tion. 

The very size of the electric power in- 
dustry, plus the fact that householders 
impersonally take their electricity for 
granted, plus the visible plumes (how- 
ever light) that people see rising from 
plant stacks, combine to make this utility 
a No. 1 target for every crusader who 
takes up an air pollution cudgel. 

Here are the new expressions you can 
see on the “changing face” of air pollu- 
tion : 

1. Health scares. 

2. New restrictive laws in certain 
communities. 

3. Involvement of regulatory agen- 
cies. 

4. Expansion of government bu- 
reaus. 

5. The management-blindness trap. 


These are the new factors in air pollu- 
tion which will be felt more and more 
by the electric utilities in particular. Ob- 
viously, there is a degree of overlapping 
and intertwining of some of these factors. 
Let us look at each separately, however. 


Health Scares 
T® air pollution disasters that oc- 
curred in the Meuse valley (1930), 
Donora (1948), London (1948 and 
1952), and Poza Rica (1950)—although 


frequently rehashed by partially informed 
writers and public speakers as examples 
of what they proclaim “might happen 
here”—do not actually excite many per- 
sons. 

Something which has alarmed people, 
however, is the lung cancer scare. Studies 
of the epidemiology of lung cancer have 
related its incidence to urban living. The 
fact that urban communities generally 
have a more polluted atmosphere than ru- 
ral communities provides a coincidence. 


= some writers and speakers, coinci- 
dence automatically implies a cause- 
and-effect relationship, and the conclu- 
sions of these articulate communicators 
promptly receive widespread attention. 
Worse, their fumbling theories are oc- 
casionally propagated as almost proven 
facts by some physicians—supposedly 
trained thinkers who know better than 
to infer cause and effect from coincidence. 
Other health problems responsible for 
some of the scares are respiratory ail- 
ments, such as hay fever, asthma, and, 
more recently, emphysema. Undoubtedly, 
some industrially derived atmospheric pol- 
lutants, possibly sulfur dioxide, aggravate 
respiratory weaknesses in some persons. 
When this happens, chronic asthma of 
long standing may suddenly become “a 
smog cough,” with the patient advised to 
“go where the air is cleaner.” Neigh- 
bors, friends, and relatives start wonder- 
ing, perhaps fearing, and certainly talking. 
The point is that regardless of whether 
there is a relationship between a given in- 
dustrial air contaminant and any health 
ailment, lack of specific knowledge, 
teamed with continual printed and spoken 
discussion, makes the case a real one in 
the mind of the public. 
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New Restrictive Laws in Certain 
Communities 

T® two most publicized air pollution 

problems in the world are those of 
London and Los Angeles. The two have 
little in common other than excessive 
concentration of fuel combustion products 
in highly stagnant atmospheres. 

The cold, sulfurous, smoke-laden, pea- 
soup fogs of London generally reflect the 
inefficient burning of low-grade coal in 
open domestic grates and poorly designed 
heating equipment. England’s new “Clean 
Air Act” created “smokeless” zones 
where only approved fuels may be burned. 
This act is directed toward alleviation 
of a specific situation in England, but it 
has also served as a “call” for air pollu- 
tion zoning in American cities with en- 
tirely different problems. 

The Los Angeles problem is entirely 
different in that its photochemical smog 
is caused by the action of sunlight on 
motor vehicle exhaust. Currently, the 
state of California has embarked on an 
exhaust control program. 

However, local authorities in Los 
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Angeles have developed a philosophy that 
all emissions containing material not in- 
digenous to pure air must be controlled. 
This is the so-called “tonnage” theory— 
if a pollutant can be measured, it does not 
have to be proved a nuisance or a danger 
to be subject to control; it need only be 
ordinarily not present in a pristine at- 
mosphere. 


ger “tonnage” theory is the keystone 
of the Los Angeles County Air Pol- 
lution Control District’s widely discussed 
Rule 62. The net effect of this rule is 
that natural gas is mandatorily substi- 
tuted for other fuels in steam-electric 
power plants seven months out of the 
year—April 15th-November 15th, the 
commonly smoggier period of the year. 
A major consideration in requiring this 
substitution of one fuel for others avail- 
able has been the testimony of the con- 
trol authorities that 289 to 595 tons of 
contaminants (sulfur dioxide, nitrogen 
oxides, and ash) were thus prevented 
from entering the atmosphere each day 
that fuel oil would ordinarily be burned. 
Although everyone agrees that the ash 
in fuel oil produces a faint plume when 
atmospheric conditions are unfavorable, 
94 per cent of the tonnage reduction 
cited by the Los Angeles control officials 
came from reducing sulfur dioxide and 
nitrogen oxide emissions. No real effort 
was made to prove these materials dele- 
terious in the concentrations generally 
found in the Los Angeles air; it was 
enough that their weight could be esti- 
mated. 


‘ I ‘HOSE outside Los Angeles who read 
this will be wont to say, “This 1s 
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foolish. It can’t happen here.” Perhaps 
this is true, but one has only to review 
some of the newer laws in other cities 
to note a trend for Los Angeles’ laws to 
be lifted “in toto” by communities with 
greatly different problems. 

An example is found in Louisville, 
Kentucky, where a U. S. Public Health 
Service survey showed that the air pollu- 
tion problem was one of smoke and could 
be cured by burning a higher-grade coal. 
Incongruously, the control officials, tak- 
ing a page from the Los Angeles book, 
forced a small refinery to put floating 
roofs on its storage tanks and to install 
vapor recovery systems on its loading 
tanks—just as if the air pollution prob- 
lem there were one of hydrocarbon emis- 
sions and photochemical smog. 

Laws patterned after the Los Angeles 
regulations, drastically restricting a va- 
riety of industrial emissions, already are 
on the books in a number of communities. 
The increasingly frequent cries from all 
parts of the country for installation of 
after-burners on automobiles, even where 
there is no photochemical smog problem 
and where a simple blow-by-control device 
would effectively reduce visible smoke, is 
another example of the trend toward 
doing here, there, and elsewhere what- 
ever is done in Los Angeles. 


Involvement of Regulatory Agencies 
on utility management will agree 
from its experience that the regula- 
tory agencies have had their hands full 
just trying to do a good job in the areas 
specifically assigned to them by law. Now, 
these bodies are being asked to concern 
themselves with localized air pollution 
conditions, as well. 
In the background is the fact that 


measures enacted in the name of control- 
ling air pollution have not always been 
based on conclusive scientific evidence. 
Neither is public opinion so based. This 
situation works to the long-range detri- 
ment of all industry. In the public util- 
ity field, both the electric power and nat- 
ural gas industries have felt the effect. 
Los Angeles and New York provide ex- 
amples. 

When Los Angeles county’s Rule 62 
was enacted, the electric utilities were de- 
prived of the economic advantage of a 
two-fuel economy during the summer 
months; they could no longer choose be- 
tween fuel oil and natural gas and burn 
fuel oil whenever it was cheaper. The gas 
utility (which, it should be emphasized, 
did not ask for the rule) seemingly 
gained an economic advantage; it was 
handed an assured market for greater 
summertime sales of natural gas, and was 
thus enabled to contract for larger daily 
volume deliveries from out of state to 
satisfy steadily increasing winter resi- 
dential requirements without having a 
problem of storing larger amounts in 
summer. 


B" soon the gas utility’s biggest elec- 

tric utility customer decided it could 
come out better economically by forget- 
ting fuel oil altogether and burning gas 
the year around—IF it could obtain its 
own private supply through direct pur- 
chases from the producing fields, rather 
than buying from the gas utility. 

So, the electric utility has requested 
California Public Utilities Commission 
approval for its private gas supply, point- 
ing to the local smog control regulations 
as a compelling factor. The gas utility has 
opposed the application for obvious rea- 


AUGUST 17, 1961 





PUBLIC UTILITIES FORTNIGHTLY 


sons, and contends it can supply all the 
natural gas that the electric utility needs 
to comply with the smog control rule. 
And the county government, which earli- 
er may have appeared to be hamstringing 
the electric utility while serving up a 
greater market to the gas utility, cannot 
now be so accused; it has injected itself 
into a traditionally regulatory matter, ask- 
ing the utilities commission to approve a 
private gas supply for the electric utility 
as an air pollution control measure. 


nN New York, the electric utility’s re- 

quest for natural gas as a means of 
reducing power plant smoke emissions 
was denied by the Federal Power Com- 
mission on grounds that the burning of 
gas as a boiler fuel is an “inferior” use. 
Even after the U. S. Supreme Court up- 
held the right of the FPC to make such 
a decision, a leading newspaper, contrib- 
uting little to better public understanding 
of the various types of air pollution and 
the variety of control means available, 
questioned editorially if perhaps burning 
of natural gas to solve an air pollution 
problem was indeed an “inferior” use. 

Similarly, the tug-of-war among the 
coal, oil, and gas industries with respect 
to a national fuels policy may easily be- 
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come entangled in a confusion of air pol- 
lution considerations. 

The moral would seem to be that any 
air pollution control regulation not based 
on scientific fact, and the resulting in- 
crease in public misunderstanding, can 
become a two-edged sword where the 
public utilities are concerned. In the pub- 
lic eye, the utilities and air pollution are 
linked. The prudent manager won’t over- 
look this fact. 


Expansion of Government Bureaus 

A’ a rule, government does not enter 

any area of activity unless there is 
demand by a substantial portion of the 
public. Air pollution activities are no ex- 
ception. However, as long as air pollu- 
tion control was a local matter, one had 
only to deal with local government offi- 
cials. But with the passage of Public Law 
159 in 1955, the federal government be- 
came active in the field. 

Although federal activities have been 
principally in research, training, and tech- 
nical assistance, they have been wide- 
spread. More than 100 communities have 
been surveyed, at least cursorily, and the 
results discussed in local newspapers. 
Thus, the public has become alerted to the 
presence of air pollution, its possible ef- 
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fects on man and his property, and the 
sources Of atmospheric pollutants. In the 
future, federal activity in air pol- 
lution will probably increase. The pub- 
lic will become more aware of air pollu- 
tion, but in many sectors, not better in- 
formed. 


bee U. S. Public Health Service, the 

most important federal group in the 
air pollution field, is well aware of the 
public need for more information and ac- 
curate information, and devotes a major 
part of its effort to learning the facts via 
research and reporting them to the pub- 
lic. 

But, to retain its appropriations, any 
bureau must convince Congress of the 
need. In the case of the USPHS, this 
means pointing out not only the lack of 
knowledge relating health to air pollution, 
but also the suspicion that a direct link 
may exist. It is this hiatus that is made 
to order for crusaders, health fanatics, 
and organizations looking for a “cause.” 
Too often, public office seekers embrace 
the “cause” for the obvious value of its 
built-in appeal. Reason may fly out the 
window and, even if ill-considered laws 
do not result immediately, the public be- 
comes more confused. 


The Management-blindness Trap 
i hen electric utility industry is as cog- 
nizant of atmospheric pollution prob- 
lems as most other industries, and per- 
haps more so. As the largest users of 


coal, the electric utilities have always had 
smoke problems. By their location in ur- 
ban areas, they have been more intimately 
involved in air pollution questions than 
those industries that could locate in rural 
areas. 

On the other hand, the constant associ- 
ation and close familiarity with a smoke 
and fly-ash problem can leave electric 
utility management with a blind spot that 
prevents early observation of the changing 
public climate and attendant problems we 
have discussed. 

None of the new problems delineated 
above will yield readily to technological 
solution nor be countered inexpensively. 
But neither will ignoring them make them 
go away. All industry, but particularly 
the electric utilities, must avoid the man- 
agement-blindness trap at all cost. 

Sooner or later, in every community, 
the public will want to know categorically 
what air contaminants are being emitted 
from the nearest power plant, precisely 
what control methods or devices are avail- 
able to the management, and exactly what 
management proposes to do about them. 


[’ management is fully informed of the 

state of the art and knows as much or 
more than others about its own plant 
emissions and their relationship to the lo- 
cal problem, the battle is half won. If, 
then, management knows how to tell its 
story, and to who and when, it will find 
that its enlightenment can be passed on 
to others. 
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Hanford Nuclear Plant Hits 
Snag: 


| aed disposition of the Atomic 
Energy Commission’s authorization 
bill, which contains funds for the con- 
struction of a $95 million electric gen- 
erating facility at the Hanford, Wash- 
ington, nuclear reactor plant now under 
construction, is still up in the air. 

The Congress, since the Hanford au- 
thorization was cut by the House and 
retained by the Senate several weeks ago, 
has taken no action on the measure. When 
there is disagreement between the two 
houses, as in this case, a bill automatical- 
ly goes to a joint conference where at- 
tempts are made to iron out difficulties 
or to reach a compromise. 

However, House Minority Leader 
Halleck (Republican, Indiana) has 
blocked the early convening of a joint 
conference by objecting to the manner 
in which the bill was to be sent to con- 
ference. He said that since it was the 
Senate which had materially changed the 
legislation after it had been passed by 
the House (without the Hanford project 
authorization), it should be up to the 
Senate, and not the House, to make the 
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first move in calling for a conference to 
work out a compromise. 

Halleck said the Senate should request 
the conference so that, under parliamen- 
tary procedure, the House could be the 
first to act on the version of the bill that 
comes out of conference. If it was the 
other way around, he explained, the 
House would have to act last on the new 
version and the House would be unable 
to make changes. Thus, it would be faced 
with either voting for, or against the en- 
tire AEC bill without the opportunity to 
again debate the Hanford issue. 


HE Senate had expected to go into 

conference with a hand full of aces. 
After the House had chopped the Han- 
ford clause out of the bill and sent it on 
to the Senate, that body had passed the 
measure with the Hanford project in, but 
without the Stanford research accelerator 
plan which the House had wanted re- 
tained. 

Thus, the Senate expected to go to con- 
ference in a good bargaining position. 
Democrats felt that they could say to 
the House that if they (the House) 
wanted the Stanford project bad enough, 
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it would allow the retention of the Han- 
ford plan. The Stanford project is for 
the construction by the AEC of a $114 
million research linear electron accelera- 
tor at Stanford University, Stanford, 
California. 

This measure had had the backing of 
former President Eisenhower, and still 
has a lot of support among House Re- 
publicans and many Democrats. This had 
led the Senate to think that a compromise 
could be worked out between those in the 
House who wanted the Stanford measure 
and the Senate, which desired passage 
of the Hanford clause. 

The Senate had also planned on an- 
other bargaining point when it went to 
conference. Besides retaining the Han- 
ford measure, the Senate had adopted an 
amendment for a $5 million coal research 
program which it hoped would enchant 
a few House members from coal-produc- 
ing states. Representatives from the coal- 
producing states, such as Pennsylvania, 
had been part of the bloc which helped 
defeat the Hanford plan in the House 
for fear the establishment of large blocks 
of nuclear electric energy would further 
adversely affect the faltering coal indus- 
try. By adding the coal research program 
to its version of the bill, the Senate had 
hoped to charm a few House representa- 
tives from the coal-producing areas into 
a more lenient view on the Hanford 
project. 


pe ttece's objection to the House hav- 
ing to ask for the bill to go into 
conference, however, has upset a few 
Democratic plans. He said the Hanford 
plan was not going to be “railroaded” 
through Congress. The Minority Leader 
Stated the Senate was trying “the same 
trick” which was successfully employed 
in the Wage-Hour Bill earlier this ses- 
sion, whereby the House was put at a 


parliamentary disadvantage in requesting 
the conference instead of the Senate. 
His objection came when Representa- 
tive Holifield (Democrat, California) 
asked that a conference be appointed to 
settle the House-Senate differences. The 
objection means that the House Rules 
Committee must decide whether the con- 
ference issue will go before the House. 
The committee, early this month, had not 
vet decided when hearings were going 
to open, and it was expected that quite 
some delay would occur before it would 
make any final recommendation to the 
House floor. The committee’s make-up is 
overwhelmingly Democratic, with only 
five Republicans against ten Democrats. 


# 


FCC Looks into Western 
Electric’s Profits 


ESTERN ELectric CoMPANY has 

denied the Federal Communications 
Commission’s suggestion that profits on 
its Bell system business in 1960 warranted 
an immediate reduction in prices with 
retroactive adjustments in 1960 billings 
to Bell companies. 

H. I. Romnes, Western Electric’s presi- 
dent, in a letter to the commission, said 
he saw no basis for considering a retro- 
active adjustment, but that the company 
was reviewing its current price situation 
and would communicate further with the 
commission following this review. 

Romnes pointed out, however, that the 
return of 10.2 per cent for 1960 (on in- 
vestment allocated to Bell business), 
though it was higher than the average of 
9.2 per cent for the past ten years, was 
clearly within the reasonable range for a 
single vear for two reasons: (1) The 
company’s earnings in 1960 reflected an 
accounting adjustment resulting in an ab- 
normal credit of $16 million because of 
charging engineering and development 
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expense incurred that year to a previously 
accumulated “equalization of develop- 
ment” reserve instead of against the 
year’s operations. Otherwise, Romnes 
said, Western Electric’s return on Bell 
business in this year of peak production 
would have been 8.8 instead of 10.2 per 
cent. (2) There are necessarily fluctua- 
tions in earnings from year to year. Low 
years must be offset by high years, he 
said, and in 1960 sales to the Bell com- 
panies were the highest in the concern’s 
history. 

He further noted that Western’s return 
on investment of 9.2 per cent on Bell 
business was modest compared with other 
manufacturers. The return on investment 
of the 50 largest manufacturing com- 
panies was 11.5 per cent, and the largest 
manufacturers of electrical equipment 
were higher. 


HE level of Western’s earnings in the 

past decade has not come from in- 
creasing prices but is the result of a con- 
tinuing and intense effort to reduce costs, 
he stated. Emphasis has been placed 
throughout the company on management 
efficiency, close control of expenses, and 
improved manufacturing methods. Be- 
cause of this, he continued, the level of 
Western’s prices to Bell companies is 
lower than it was ten years ago. 

In comparison, prices for goods made 
by other manufacturers were more than 
twice as high as those for Western Elec- 
tric, Romnes said. Besides, substantial 
price reductions on Western’s telephone 
manufactured products were made in 
1960 and 1961, it was stated. 

The FCC has no direct jurisdictional 
control of the manufacturing subsidiary 
of the Bell system, but its suggestion that 
a reduction might be in order goes to the 
heart of Western Electric’s relationship 
to the system’s operating subsidiaries and 
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the interstate long-distance rates which 
are now the subject of review between 
the FCC and American Telephone and 
Telegraph Company. 


° 


Private Nuclear Power Bill in 
House 


gee subcommittee was expected 
to report out of committee early 
this month the Southern States Nuclear 
Compact which would set up a program 
to guide the private development of 
atomic power in the South. Hearings had 
been completed late in July before a 
House Judiciary subcommittee headed 
by Representative Willis (Democrat, 
Louisiana), and action was expected 
shortly thereafter. 

State legislatures of seven of the 16 
states which would participate in the pro- 
gram already have approved the compact. 
Willis emphasized that the Congress 
would not recognize any undertaking 
which went beyond the proposed compact 
and that the state legislatures would have 
to pass identically worded agreements. 
He said a favorable committee recom- 
mendation on the measure would come 
only with this understanding. 

Frank Norton, vice chairman of the 
Regional Advisory Council on Nuclear 
Energy, which was established to con- 
duct preliminary negotiations among the 
various states involved, said before the 
subcommittee that the compact would not 
conflict with federal policy, or with such 
agencies as the Tennessee Valley Au- 
thority, and that the investor-owned 
power industry had offered no objection 
to the plan. 


Dh pees the bill introduced by Repre- 


sentative Mills (Democrat, Ar- 
kansas) the advisory council would be 
supplanted by a southern interstate nu- 
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clear board which would include a non- 
voting federal member appointed by the 
President to co-ordinate federal par- 
ticipation with various states, and one 
member from each of the participating 
states. 

The states which are eligible to par- 
ticipate in the compact are Alabama, 
Arkansas, Delaware, Florida, Georgia, 
Kentucky, Louisiana, Maryland, Missis- 
sippi, North Carolina, Oklahoma, South 
Carolina, Tennessee, Texas, Virginia, and 
West Virginia. 

The bill states that the proper employ- 
ment of nuclear energy can assist sub- 
stantially in the industrialization and de- 
velopment of a balanced economy in the 
South, and that the use of this atomic 
energy can best be brought about on a 
co-operative basis among states. 


a 


Name Three New Haven 
Trustees 


—— judge has appointed three 
trustees to operate the bankrupt 
New Haven Railroad under the direction 
of the court. 

At the July 26th hearing, Judge Robert 
P. Anderson brushed aside the Kennedy 
administration’s choice for the trustee- 
ship position and named William J. Kirk 
of Newton, Massachusetts, an investment 
adviser and banker with John P. Chase, 
Inc, of Boston; Richard J. Smith of 
Southport, Connecticut, a legal specialist 
in corporate reorganization, a former di- 
rector of the New Haven, and former 
business associate of Frederick Dumaine, 
Jr., who controlled the New Haven until 
1954; and Harry W. Dorigan of West- 
field, New Jersey, a retired vice president 
of the Central Railroad of New Jersey, 
and former assistant to the president of 
the New Haven. 


Anderson made his selection from a 
list of eleven persons recommended to the 
court. He said that the trustees will be 
called upon immediately to seek tem- 
porary funds to keep the road in business, 
while at the same time setting up plans 
to insure payment of those funds. 

“This urgent need for temporary 
financing,” he said, “is superimposed 
upon the broader task of rebuilding the 
financial structure of this surviving rail- 
road system on a permanent basis.” He 
pointed out that “the government is go- 
ing to be faced with similar problems in 
other railroads. What we do here will be 
very helpful in formulating a pattern 
which will assist in solving the difficulties 
that face many eastern railroads.” 

The Kennedy administration, the day 
before Judge Anderson was to make his 
choice of trustees, put in a strong appeal 
for a Kennedy supporter to be named 
trustee. He was Dennis J. Roberts, 
former governor of Rhode Island, who 
led the move at the 1956 Democratic 
National Convention to nominate the 
then Senator Kennedy for Vice President. 


| pied name was proposed to the 
court by Carl Eardley, a Justice De- 
partment lawyer. Before he offered Mr. 
Roberts’ name, Eardley presented a copy 
of a letter from President Kennedy to 
his brother, Attorney General Robert F. 
Kennedy, formally requesting that the 
government, as the New Haven’s prin- 
cipal creditor, be represented at the hear- 
ings. Eardley said that Roberts’ name had 
been recommended by Attorney General 
Kennedy in a letter he had written earlier. 
Eardley also said that the government 
already had honored $11.8 million of 
New Haven loans, and that the govern- 
ment also had guaranteed $22.4 million 
more in loans made under the Transpor- 
tation Act of 1958. 
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NASA-AT&T Sign Space 
Communication Pact— 
President States Policy 


noni Kennedy’s first major pro- 
nouncement of what is the adminis- 
tration’s official view on the question of 
space communications satellites outlined 
an eight-step program that will form the 
basic guide for the future communica- 
tions satellite program under private own- 
ership and operation. 

The President said that his adminis- 
tration “favored” handling of the global 
system by private concerns on a nondis- 
criminatory basis. However, the Chief 
Executive added that the government 
might consider establishing separate sys- 
tems if future communication require- 
ments could not be met by commercial 
establishments. 

Shortly after the President’s pro- 
nouncement, the National Aeronautics and 
Space Administration and the American 
Telephone and Telegraph Company an- 
nounced they had signed a co-operative 
agreement for the development and test- 
ing of two, or possibly as many as four, 
active communications satellites during 
1962. 

AT&T will design and build the satel- 
lites at its own expense, announced 
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NASA Associate Administrator Dr. Rob- 
ert C. Seamans, Jr., and will reimburse 
NASA for the costs of the facilities and 
services which NASA will furnish in con- 
nection with the project. These will in- 
clude facilities at the Cape Canaveral, 
Florida, launching site, Thor-Delta launch 
vehicles, and tracking facilities. 

AT&T President Frederick R. Kap- 
pel said his company will report to NASA 
the results of the communications experi- 
ments and significant information devel- 
oped during evaluation of the pro 
grams which may directly bear on other 
communications satellite programs. All 
experimental data and project results will 
be made available by NASA to other na- 
tions. 


eee spherically shaped satellites will 
weigh 125 pounds each and will be 
launched into elliptical orbits approxi- 
mately 600 miles from the earth at pert- 
gee and 3,000 miles at apogee. Their pow- 
er will be supplied by solar cells and 
nickel-cadmium storage batteries. 
Wide-band communications — expeti- 
ments — television, two-way telephone, 
radio, and telegraphy—will be transmitted 
between the AT&T ground stations at 
Rumford, Maine, and Holmdel, New 





TELEPHONE AND TELEGRAPH 


Jersey, via the satellites. Signals will be 
beamed from the ground stations to the 
satellites on a frequency of 6,390 mega- 
cycles at two kilowatts. A single trans- 
ponder and three-watt traveling wave 
tube will transmit the signal to the ground 
stations on a frequency of 4,170 mega- 
cycles. 

At the same time, NASA announced 
details of a $3 million contract with Radio 
Corporation of America to build the 
Project Relay communications satellite. 
The project is the first active repeater 
communications satellite in NASA’s re- 
search and development program to de- 
termine the feasibility and technology of 
satellite communications systems. So far 
England and France will participate with 
other countries expected to take part also. 

The eight-sided Relay satellite, weigh- 
ing about 100 pounds, will be launched 
by a Delta rocket from the Atlantic mis- 
sile range in 1962. Power for the space- 
craft equipment will be furnished by ap- 
proximately 6,000  radiation-protected 
solar cells mounted on the side of the bar- 
rel-shaped satellite. For greater reliability, 
the satellite will contain two communica- 
tions transponders, each capable of re- 
ceiving and transmitting either television, 
two-way radio, or other forms of wide- 
band data. Ground command stations will 
select the transponder and its mode of op- 
eration for any given transmission. 


, ies White House announcement was 
the outgrowth of a four-week ac- 
celerated program report requested from 
the National Aeronautics and Space 
Council by President Kennedy in June. 
Although this was the first comprehen- 
sive statement regarding space communi- 
cations made by the new administration, 
it did not materially vary from the more 
general policies laid down during the 
terms of former President Eisenhower. 


247 


It was presented to President Kennedy by 
Vice President Johnson, NASC chair- 
man. 

The most noteworthy portions of the 
statement are those sections which pro- 
vide for the “nondiscriminatory use of 
and equitable access to the system” by 
companies which, at the present time, 
are not primarily engaged in the trans- 
mission of telephone messages which call 
for free access to the space facilities of 
other communication carriers. 

The eight-point government program 
is as follows: (1) new and expanded in- 
ternational communication services should 
be made available as soon as possible; (2) 
the satellite communication system should 
be global; (3) opportunities be made for 
foreign participation in the program, in- 
cluding partial ownership in the system; 
(4) the system should be available on 
a nondiscriminatory basis to present and 
future authorized communication car- 
riers; (5) equipment used should be ac- 
quired by competitive bidding; (6) organ- 
ization of ownership or control should 
assure maximum possible competition; 
(7) the system shall comply with anti- 
trust laws and federal regulatory con- 
trols; and (8) an economical system 
should be developed to lower the cost of 
overseas communications. 


. - President also listed eight points 
of federal responsibility in addition 
to its present regulations of nonspace 


communications media. Among them 
were: (1) research and development 
should be undertaken to speed scientific 
and technological progress; (2) use of 
the commercial system for general gov- 
ernmental purposes and establishment of 
a separate system when required by gov- 
ernment needs not met by the commercial 
system; (3) providing of technical assist- 
ance to new nations to help attain an ef- 
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fective global communications system. 

“Within the guide lines provided here,” 
the President said, “I am anxious that 
development of this new technology to 
bring the furthest corner of the globe 
within reach by voice and visual com- 
munication, fairly and equitably avail- 
able for use, proceed with all possible 
promptness.”’ 

Although the President’s statement on 
the projected communication system went 
into considerable detail, no specific state- 
ment was made regarding just what type 
of organization for ownership and opera- 
tion would meet with governmental ap- 
proval. This matter is now pending be- 
fore the FCC. 


| Spaserbedgene closely on the presidential 
policy statement, the FCC reaffirmed 
its ruling denying equipment manufac- 
turers the right to participate in the pro- 
posed system. The FCC also prodded pri- 
vate industry to get started quickly on a 
world-wide space satellite communications 
system. The commission asked interna- 
tional communication firms to organize a 
committee to work out a plan for joint 
development of a commercial satellite 
communications system. The announce- 
ment gave the industry until October 13th 
to report on plans to speed up this na- 
tion’s space communication effort. The 
following carriers were named to be rep- 
resented on the committee: American 
Cable & Radio Corporation; American 
Telephone and Telegraph Company; Ha- 
waiian Telephone Company; Press Wire- 
less, Inc.; Radio Corporation of Puerto 
Rico; RCA Communications, Inc.; South 
Porto Rico Sugar Company ; Tropical Ra- 
dio Telegraph Company; United States- 
Liberia Radio Corporation; and Western 
Union Telegraph Company. 

The arrangements with RCA and 
AT&T, however, do not commit the gov- 
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ernment to an operational system. In addj- 
tion, the government has said it will con- 
trol all United States spacecraft launch- 
ings. 


HERE has been some discussion over 

the make-up of the private enterprise 
system. The FCC, in preliminary rulings, 
already has decided that, if the President 
endorsed private ownership and opera- 
tion, only one commercial system should 
be launched, and it should be owned by 
a combine of companies. 

AT&T has argued that only companies 
engaged in the international communi- 
cations business should have ownership 
interests in the combine. General Electric 
Company and other concerns not in the 
global communications business have op- 
posed AT&T’s position, saying equipment 
makers should have an interest, too. 

The President’s conditions seemed to 
support AT&T’s argument. He said that 
the private satellite system must provide 
for “nondiscriminatory use . . . by present 
and future authorized communications 
carriers,” and for “effective competition, 
such as competitive bidding in the acquisi- 
tion of equipment used in the system.” 

Not only will the proposed system be 
revolutionary in permitting the first inter- 
continental television broadcasts, but it is 
also expected to be highly profitable, with 
revenues running into billions of dollars a 
year. However, one of the administra- 
tion’s conditions was that the system be 
global in nature, including service to un- 
profitable areas of the world. In other 
words, the system should not be limited 
to high-traffic, profitable areas such as 
between Europe and the United States, 
President Kennedy said. 


WwW" development of an economical 
system, the benefits “will be reflected 
in overseas rates,” the report said. Thus, 





chait 
merc 
Hart 
the ( 
at a 
muni 
“alti 


deci¢ 
gratr 
on p 
deter 
publi 
ment 
of p 
govel 
to co’ 


Comt 
mittir 
policy 
to the 
reorg 
nedy 
killed 
Th 
based 
power 
man 


TELEPHONE AND TELEGRAPH 


reduced costs resulting from a satellite 
system will be reflected in reduced rates. 
' Administration officials are hopeful that 
the Soviet Union will want to co-operate 
in this system. If not, it could mean sepa- 
rate communications satellite systems 
cluttering up the frequency spectrum. 

Congress indicated it may not be will- 
ing to go along with the administration’s 
plans without questioning them. The 
chairman of the House Interstate Com- 
merce Committee, Representative Oren 
Harris (Democrat, Arkansas), said that 
the Congress is going to take a close look 
at any policy being developed on com- 
munications satellites. He said that the 
“ultimate responsibility” for such a pro- 
gram must rest with the lawmakers. 

“It is for the Congress,” he said, “to 
decide whether to go along with the pro- 
gram as developed or whether to insist 
on particular changes . . . which it may 
determine to be necessary to protect the 
public interest.” Harris made the com- 
ments as his committee opened a series 
of public hearings to review what the 
government has done so far in regard 
to communications satellites. 


> 


Senate Passes FCC 
Reorganization Bill 


§ bs Senate has passed a bill to re- 
lieve the Federal Communications 
Commission of routine chores, thus per- 
mitting more attention to be devoted to 
policy matters. The legislation now goes 
to the House and is much the same as the 
reorganization plan which President Ken- 
nedy submitted and which the House 
killed. 

The House action on June 15th was 
based in part on objections that too much 
power would be concentrated in Chair- 
man Minow. The new Senate bill, how- 


ever, avoids this objection by vesting pow- 
er to delegate minor decision making in 
the entire commission rather than in the 
chairman. Under this plan the FCC could 
assign functions to single commissioners 
or employee boards. The commission 
would also have more discretion in han- 
dling its crowded docket of pending cases. 
The Senate bill was amended on the floor 
to prohibit commission employees from 
outside contacts with litigants and to for- 
bid employees who make initial decisions 
to sit on review panels. 

It is expected that the transfer of pow- 
er away from the chairman may over- 
come the previous House objections to re- 
organization of the FCC and that the new 
Senate bill may be enacted. 


* 
Bell System to Market Voice 
Coding Device 
Siem Bell Telephone Laboratories, in 


co-operation with the New Jersey 
Bell Telephone Company, has been experi- 
menting with a system which “slices” up 
voices and translates the slices into code. 
Thus, only the coded signal and not the 
usual voices are transmitted over the 
wires. At the receiving end of the line 
the system rebuilds the coded signals into 
voices and delivers them normally. 
This method of carrying voices in ordi- 
nary telephone conversations is called 
“pulse code modulation.” The experi- 
mental system is now in operation be- 
tween Newark and Passaic, New Jersey. 
Instead of sending a continuous voice sig- 
nal, samples of the speaker’s voice are tak- 
en about 8,000 times a second. These 
samples are encoded into a series of pulses 
and the pulses are sent out over the wires. 
At intervals of approximately 6,000 feet 
the coded signals are reconstructed and 
sent on to the next repeater point. 
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Big Investment Trust Favors 
Utilities in Fair Value States 


ee INvEsToRS TRUST 
(one of the largest open-end mutual 
funds, with assets of about $1.7 billion) 
invests only in common stocks and short- 
term paper. Frank D. Chutter, the firm’s 
industry specialist, gave a talk before 
the Edison Electric Institute at the June 
convention in connection with the panel 
discussion on utility finance. Since the 
company is one of the largest buyers of 
utility common stocks, its policy and 
point of view are of great practical 
interest to the utility companies. More- 
over, Mr. Chutter has been doing some 
excellent “missionary work’ for the 
utility industry by visiting state com- 
missions and discussing his views with 
individual commissioners. 

He pointed out that MIT’s electric 
utility holdings are now almost 5.8 times 
what they were at the end of 1950, and 
approximate $218 million in market 
value or about 13 per cent of the total 
portfolio. He stated : 


Currently, about 75 per cent of our 
electric portfolio is invested in states 
which we classify as fair value or fair 
return states, with 25 per cent invested 
in original cost states. Ten vears 
earlier these percentages were almost 
reversed. It is fair to say that our 
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Financial News 


and Comment 


By OWEN ELY 


objective for the future is to have an 
increasing percentage in the more 
favorably situated category. A high or 
increasing overall rate of return is 
what we are seeking. This means that 
a favorable regulatory environment is 
essential. 


— which are classed as “fair value 
and fair return” are Texas, Ohio, 
Illinois, Florida, Pennsylvania, Oklahoma, 
Alabama, Kansas, Missouri, Indiana, 
Iowa, and Virginia—the order indicating 
the relative size of the holdings. Over 
half the total portfolio is invested in the 
first four states listed. 

The so-called “original cost’’ states 
are New York, California, Georgia, 
Wisconsin, Louisiana, New Jersey, West 
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Virginia, Arkansas, Mississippi, Ken- 
tucky, Tennessee, and Michigan. Hold- 
ings in these states are largely concen- 
trated in New York, Georgia, and 
Louisiana. The state of California has 
been eliminated completely, although in 
1950 nearly 9 per cent of the total utility 
portfolio was invested in that state. New 
York has been cut back from 16.7 to 6.3 
per cent. Wisconsin has also been elimi- 
nated, and the state of Michigan re- 
duced from 4.2 per cent to only 0.1 per 
cent. 

Mr. Chutter listed the 50 states and 
the District of Columbia in the order of 
the average 1959 rate of return, data 
being shown for the five years 1955-59 
for some 260 electric utilities. The fig- 
ures reflected the ratio of gross income 
to total capitalization, including notes 
payable. Surprisingly, Montana headed 
the list with a 1959 return of 8.29 per 
cent and Nevada was second with 8.02 
per cent; Texas was 7.13 per cent; and 
Florida 6.85 per cent. Toward the bottom 
of the list were the New England states, 
California, New Jersey, and New York, 
with the state of Idaho in the “cellar” 
position with a return of only 4.62 per 
cent. 


M: CHUTTER also analyzed book 
value in relation to market value 
to determine whether utility managements 
have been successful in creating real 
profits for the investor, after allowing 
for the decline in the purchasing power 
of the utility plant dollar as measured by 
the Handy-Whitman Index. He con- 
cluded that despite the advance in stock 
prices, only 28 out of 131 electric utility 
stocks “show a profit to the investor when 
compared with the indicated present 
value of the properties which have been 
dedicated to public service.” 

Regarding growth utility stocks, he 
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felt that the high market premiums paid 
by investors for some stocks should afford 
a challenge to the managements of other 
companies, and we quote his suggestions 
as to some of the areas which might well 
be considered in trying to stimulate 
growth of earnings: 


1. The importance of an adequate 
and stable rate of return, or an im- 
proving rate of return. 

2. A complete re-examination of 
rate structures may be called for. Are 
the incremental profits on added busi- 
ness improving the rate of return? If 
not, definite action in this area is 
indicated. 

3. Is the capital expenditure pro- 
gram overly ambitious? Is the reserve 
capacity excessive? Can unneeded 
blocks of power be sold to a neighbor? 
Can needed power be purchased from 
a neighbor, deferring a unit for a 
year or so? 

4. Budgetary control and forecast- 
ing more than one year in advance will 
assume even greater importance than 
in the past. 

5. Sales promotion activities will be 
scheduled with great care. 


> 


Rail Passenger Losses Still a 
Serious Problem 
Ree time to time in past years this 
department has called attention to the 
continued huge deficits which the rail- 
roads have encountered in their passen- 
ger business, and the need for construc- 
tive action by Congress to remedy the 
situation.* During the past twenty-five 
years passenger service has produced net 
operating income in only four years— 
during World War II when gasoline was 
rationed and travelers used the railroads 


*June 9, 1960, issue, page 857. 
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instead of automobiles. Recently the 
passing of the New Haven into bank- 
ruptcy, and the tremendous losses re- 
ported by the New York Central and 
Pennsylvania railroads, again emphasized 
the importance of ending this cancerous 
condition which threatens the solvency of 
other railroads besides the New Haven. 
While it is true that the passenger 
service deficit of all U. S. railroads has 
been reduced substantially in the past 
four years, there is no good reason why 
better progress should not be made if 
Congress and the Interstate Commerce 
Commission will pay closer attention to 
the problem. Following are the figures 
for 1956-60 as compiled from the “Year- 
book of Railroad Information for 1961,” 
page 63: : 
Millions of Dollars 
Passenger Passenger 
Year Revenues Deficit Revenues 
1957 $735 $724 99% 
1958 675 610 90 


1959 651 544 84 
1960 640 485 76 


Ratio of 
Deficit to 


4 


The results reflect some improvement 
as a result of the 1958 Transportation 
Act, which made it easier to abandon 
unneeded branch lines or low-passenger 
runs, but progress has been too slow. 


HILE figures for the year 1940 are 
not readily available, in 1936-40 
the average revenue per passenger was 
89 cents and the average trip 49 miles, 
making the average fare per mile 18 
cents. In 1960 average revenue was $1.95 
(an increase of 119 per cent) and the 
average trip 65 miles, making the average 
rate per mile 3 cents—a gain of about 
67 per cent over the earlier period. In 
contrast, indexes of unit costs have in- 
creased as follows: 
1940 
Price of fuel .... 47 
Average price of 
other supplies .. = 163 


Wage rates 5 200 
Combined index .. 55 184 


1960 %Increase 
112 138% 


Unfortunately, the problem of passen- 


ELECTRIC AND GAS UTILITY SECURITY OFFERINGS IN JULY 


Price 


Amount 


Date (Miil.) Description 


Bonds and Debentures 
California Electric Power Ist 5s 
91 


7/13 $8 
7/20 7 
7/26 35 


7/26 30 


Northwest Natural Gas Ist (s.f.) 
54s 1986* 

Northern Natural Gas Deb. (s.f.) 
4%s 1981* 

Union Electric 1st 44s 1991 


Preferred Stock 


7/14 4 Brockton Edison 5.48% Pfd.* ... 


Common Stock—Offered to Public 
Northwest Natural 


7/19 4 
Washington Water Power 


7/26 «8 


To 


Public 


102.43 


Aver. Yield 
F Success 


Of 
Moody Offer- 
Rating ing 


or 
Securities 
Of Similar 
Quality 


Under- Offer- 
writing ing 

Spread Yield 
4.66% A 
4.95 


4.76 A 
4.52 


.94C 
.5N 


4.93% 
5.20 


4.80 
4.65 


Baa 


-J0C 


5.35 — 

Earns.- 
Price 
Ratio 

6.06% a 
5:15 a 


1.78 


1.00 3.44 
a:25 4.10 


*Nonrefundable for about five years. C—Competitive. N—Negotiated. a—It is reported that the issue 
was well received. b—It is reported that the issue was fairly well received. 


Source of data, Irving Trust Company 
AUGUST 17, 1961 
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ger deficits is (especially in the East) 
mixed up with the problem of providing 
adequate commuter service. New Jersey 
is trying to obtain a federal grant for 
a study of the feasibility of linking 
major commuter rail lines in north 
Jersey with the Hudson Tubes system. 
The application will go to the Federal 
Housing and Home Finance Agency, 
which has been assigned $25 million to 
find ways of alleviating the commuter 
problem. But why should this agency, 
rather than the ICC, be entrusted with 
the research ? 


; first job of any such inquiry 
should be to separate the problem 
of commuter service—about one-quarter 
of all rail passenger transit—from other 
passenger service. And the Long Island 
Railroad, which is almost entirely a 
commuter road, would furnish an ex- 
cellent case study. Due to the fact that 
it is entirely intrastate, former Governor 
Dewey was able to put through a unique 
piece of state legislation which permitted 
the railroad to raise rates without advance 
permission whenever it ran into the red 
as the result of a wage increase or other 
higher costs. While there has been some 
grumbling, commuters have become rec- 


3 


onciled to an annual increase in fares 
and the railroad has been giving better 
service than in earlier years. If it could 
be applied to other roads, this drastic 
remedy might be the solution. 


| was reported a short time ago that a 
proposed presidential message to Con- 
gress warning of an impending national 
transportation crisis has been held back 
until next vear, partly because of friction 
in the White House staff. According to 
The New York Times, the draft of the 
message advocated permitting the railroad 
industry to adjust its passenger service 
capacity to the level required to meet 
the actual demand that can be supplied 
profitably, “except where an overriding 
public interest can be demonstrated. . . . 
Where a rail passenger service is needed 
in the public interest it is incumbent 
upon the public to assist the industry in 
covering any substantial losses.” It is 
understood that “public interest” referred 
principally to essential commuter service. 
But how should the industry be “assist- 
ed”? While competing forms of passen- 
ger transport are subsidized in various 
ways by the federal government, it is to 
be hoped that the commuter problem can 
be solved without resorting to subsidies. 


RECENT UTILITY BROCHURES BY WALL STREET FIRMS* 


Company Analyses 
American Natural Gas 


American Tel, & Tel. 
American Water Works 
Anglo-Canadian Tel. 
Arkansas- Te Gas 
Baltimore G. & E 

Bell Tel. of Canada 
Bell Tel. of Canada 
Boston Edison 
Carolina Natural Gas 
Cascade Natural Gas 
Cascade Natural Gas 
Central Illinois P.S. 
Citizens Utilities 


Firm 


Hirsch & Co. 
AMHCTICATD MOM, MEL 55 is od aasceudienscceee PPaViG Jn GHOCHO NOL GOe oc scaccaies oanweerec ds 
Bete raei wie alalas winters einnels Cowen Co. 
POD ie ate Gi xe rie ors hie ecat ke tesetiecs 
Beit amsieimorieele teen J. R. Williston & Beane 
Penington, Colket & Co. .........ccccceecees 
Argus Research Corporation 
Halle & Stieglitz 
Andras, Hatch & McCarthy (Toronto) 
F. S. Smithers & Co. 
First Securities Corporation (Durham, N. C.) 


G. A. Saxton & Co., Inc. 
SAS aN ae Sas eleanaeetats Argus Research Corporation 
Mitchum, Jones & Templeton 
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Month 
Tssued 
June 

April 
June 
April 
April 

July 
May 
April 
June 
July 
May 
May 
May 
May 


May 
(Continued, page 355) 
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Antiutility GSA Exemplifies 
Parkinson’s Law 


Pin (GENERAL SERVICES ADMINIS- 
TRATION) seems to be a perfect 
illustration of Parkinson’s Law on pro- 
liferating bureaucracy. Many years ago, 
under an antiutility administration, it 
began investigating and antagonizing 
utility applications for rate increases 
despite the fact that most of these in- 
volved state regulatory commissions. But 
while the latter have, in the main, been 
doing a conscientious and adequate job 
of protecting the consumer, GSA has in 
the past decade increased the number of 
employees in its transportation and utili- 
ties service from twenty-one to an esti- 
mated 247, its expenditures from $133,- 
000 in 1950 to $2,375,000 in 1961, and 


the number of its interventions from 
three cases to over 60 last year. 

In such interventions GSA has partic- 
ipated as an adversary to the utility 
companies, preparing evidence on rate 
of return, rate base, cost of capital, and 
other factors. Many of these exhibits 
duplicate similar ones prepared by state 
commission staffs and other interveners, 
including other federal agencies. Not 
only does this involve duplicate research 
but it multiplies the number of parties to 
be heard and prolongs the proceedings 
unnecessarily. 

The Senate Committee on Appropria- 
tions now plans to explore this duplica- 
tion of effort, and NARUC’s Committee 
on Legislation has been authorized to 
appear before the committee to oppose 
the increased activity of GSA. 


e 


FINANCIAL DATA ON GAS UTILITY STOCKS 


Approx. 7/25/61 
Revenues Price 
(Mill.) 


5.7 
240 
114 

65 
517 
23 


Dive- 
dend 
Rate 


$1.20 
1.20 
1.00 
1.25 
1.10 


Ala. Tenn, Nat. Gas .. 
American Nat. Gas .... 
Arkansas Louisiana Gas 
Colo, Interstate Gas .. 
Columbia Gas System .. 
Commonwealth N. G. ... 
Consol. Nat. Gas 

El Paso Nat. Gas 
Equitable Gas 

Rapeeston IN. Wa; vc0ssaaee 
Kansas Nebr. Nat. Gas . 
Lone Star Gas 

Miss. River Fuel 
Montana Dakota Util. .. 
Mountain Fuel Supply .. 
Nat. Fuel Gas 

Northern Nat. Gas 
Oklahoma Nat. Gas .... 
Panhandle East. P. L. .. 
Peoples G. L. & Coke .. 
Pioneer Nat. Gas 
Southern Nat. Gas 
Southern Union Gas .... 
Tenn. Gas Trans. ...... 
Texas East. Trans. 
Texas Gas Trans. ...... 
Transcont. Gas P. L. ... 
United Gas Corp. ...... 
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Per Cent Increase Price- Div. 
In Share Earns. Earn. - 
Recent 5-yr. Avg. Ratio 


Recent 
prox. Share 
teld Earns. 


4.3% $1.57Ma 7% 
2.9 2.14Ma 
2.6 1.55Ma 
9 1.98Ma 
1.59Ma 
1.78Ma 
2.89Ma 
1.46De 
2.32Ma 
1.55Ap 
1.82Ma 
1.18Ma 
2.25Ma 
1.95Ma 
1.90Ma 
1.76Ma 
2.14Ma 
2.05My 
3.05De 
4.45My 
1.25De 
2.27Ma 
2.23Ma 
1.31My 
1.03Je 
2.33Ma 
1.24Je 
2.38My 
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FINANCIAL NEWS AND COMMENT 


7/25/61 
(Continued) - 


Retail Distributors 
Alabama Gas 

Atlanta Gas Light 
Berkshire Gas 
Bridgeport Gas 
Brockton-Taunton Gas .. 
Brooklyn Union Gas ... 
Cent. Indiana Gas 
Chattanooga Gas 
Elizabethtown Cons. Gas 
Gas Service 

Hartford Gas 

Haverhill Gas 

Indiana Gas & Water ... 
Laclede Gas 

Louisiana Gas Serv. 
Mich. Gas Utilities .... 
Minneapolis Gas 

Miss. Valley Gas 
Mobile Gas Service .... 
New Haven Gas 

New Jersey Nat. Gas .. 
Nor. Illinois Gas 

North Penn Gas 
Northwest Nat. Gas .... 
Pacific Lighting 
Piedmont Nat. Gas 
Portland Gas Lt. ...... 
Providence Gas 

Rio Grande Valley Gas . 
So. Atlantic Gas 

So. Jersey Gas 

United Gas Impr, ...... 
Wash. Gas Light 

Wash. Nat. Gas 
Western Ky. Gas 
Western Power & Gas .. 
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FINANCIAL DATA ON TELEPHONE, WATER, AND TRANSIT STOCKS 


7/25/61 
Price 
About 
Communications 
American T. & T. (Cons.) — 
Bell Tel. of Canada .... 
Cin. & Sub. Bell Tel. 
Mountain States T. & 7, 
Mew tne, 1. 8 Ty. sscs 
Pacific T. & T. 
So. New Eng. Tel. ..... 


Averages 


Independents 
Anglo-Canadian Tel. ... 
British Col. Tel. 

Calif. Inter. Tel. 

Calif. Water & Tel. 
Central Tel. 


Divi- 
dend 
Rate 


ate 


Approx. 
teld 


3.0 
42 
41 
3.0 
4.0 
28 
44 


3.6% 


2.8% 
4.5 
32 
3.5 
3.1 
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% Recent 


Share 
Earns. 


0% **$5.52My 


2.51De 
5.89De 
**1 33My 
2.33Je 
**1.41 My 
2.61De 


$3.39De 
2.73Ma 
1.33Ma 
2.34Je 
1.61De 


Per Cent Increase Price- Die. Approx. 
In Share Earns. Earn, Pi Book 
Recent 5-yr. Avg. Ratio Value 


Yo 5%**21.7 

— 20.7 

6 2 18.3 

3 3 **22.6 

2 7 202 
+17 3 294 
4 6 19.2 
1% 4% 20.2 


D1% 15% 127 49% 
Dil 2— 179 27 
150 NC 165 53 24 


17 5 16.7 44 
3 4 174 34 
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Approx. : 7/25/61 Divi Recent Per Cent Increase , Div. 
Revenues (Continued) Price dend A eee. Share In Share Earns. . Pay- Am. 
(Miill.) About Rate teld Earns. Recent 5-yr. Avg. 7 


1.56De 
1.33Ma 
** 909Ma 
** S8ije 
.92De 
3.31De 
1.79Ma 
1.30Ma 
1.72Je 
1.33Ma 
1.20De 
1.97Je 
1.80De 


Commonwealth Tel. .... 
Florida Tel. 

General Tel. & Elec. .... 
Hawaiian Telephone .... 
Inter-Mountain Tel. .... 
Puerto Rico Tel, ...... 
Rochester Tel. ......... 
Southeastern Tel. 
Southwestern St. Tel. .. 
Tel. Service of Ohio .. 
United Utilities 

West Goast Tel. .....5. 
Western Union 
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Averages 


Water Companies 
Holding Companies 
American Water Works . é $1.55Ma 
Operating Companies 
Bridgeport Hydraulic .. E $2.35De 
Calif. Water Service . 
Elizabethtown Water . 
Hackensack Water 
Indianapolis Water 
Jamaica Water 
New Haven Water ... 
Ohio Water Service .... 
Penn. Gas & Water . 
Phila. & Sub. Water .... 
South. Calif. Water .... 
Southern Gas & Water . 
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Transit Companies 

Baltimore Transit 

Cincinnati Transit 

Fifth Ave. Lines 2¢ 
Greyhound Corp. 25 
Nat. City Lines 23 
Niagara Frontier Trans. 16 
Pittsburgh Rys. ........ 14 
Rochester Transit 7 
St is 2... A sees. 0 
aon ty Bf... s250< 15 
United Transit 7 
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$ .52De 
55De D40 
1.07De — 
1.64De — 
1.73De D22 
2.13De 190 

.87De D20 
53De D3l1 H 151 
1.26De — : 87 
63De D28 : 111 


-- 3% 13. 87% 
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Averages 


A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Av- 
gust; Se—September; Oc—October; N—November; De—December. *Deferred taxes resulting from lib- 
eralized depreciation are not normalized. If normalized, the price-earnings ratio would be higher, and the 
rate of increase in share earnings would be smaller. **On average shares, D—Decrease. a—Also 10 per 
cent stock dividend October 24, 1960. b—Also 2 per cent stock dividend September 30, 1960. c—Also 10 per 
cent stock dividend October 9, 1961. d—Fifty cents paid thus far in 1961, payments irregular. e—Including 
nonrecurring gain of 38 cents per share. f—Regular annual 2 per cent stock dividend included in yield. 
g—Stock split 5-for-4 to stockholders of record October 11, 1960. h—Dividend rate of $3.60 per annum 
to be established beginning with July 10, 1961, payment. r—Three per cent stock dividend January 16, 1961. 
t—Payments irregular, $1 paid in 1960, 50 cents thus far in 1961. v—Also 3 per cent stock dividend pay- 
able January 6, 1961 (similar dividend was paid January 7, 1960). x—Also 124 per cent stock dividend 
payable October 7, 1960. y—Excluding two abnormal gains. z—Plus 3 per cent stock dividend December 


31, 1960. NC—Not comparable. 
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Army Engineers Report on Delaware River Basin 


ee GENERAL T. H. Lipscomb 
has recently released an 11-volume 
study by the Corps of Army Engineers, 
entitled “Delaware River Basin Report.” 
Some idea of the huge size of this exhaus- 
tive work can be surmised by the fact that 
the basic report, plus its 24 appendices, 
weighs some 30 pounds. The Engineers’ 
report is of great significance at this pres- 
ent time since the final ratification of the 
Delaware River Basin Compact would 
seem to be in the offing. At the present 
time New York, New Jersey, Delaware, 
and Pennsylvania have already approved 
the five-party group. The House of Rep- 
resentatives has given its approval to the 
measure and only the concurrence of the 
Senate and the President is needed to bring 
the federal government into the compre- 
hensive planning group. 

In order to keep this report in proper 
perspective, the long history of Delaware 
river studies must be briefly reviewed for 
the present volumes are rather direct re- 
sults of studies that stretch back to 1933. 
In that year the U. S. Army Corps of En- 
gineers completed a preliminary study of 
the river and submitted it to Congress as 
one of the nation-wide studies known as 
the “308 Reports.” The Delaware basin 
section of that particular report dealt with 
navigation, hydroelectric power, flood 


control, irrigation, and water supply. At 
that time no federal development of the 
area was deemed economically justified ; 
however, the real significance of this 
“308” study was that it formed the begin- 
ning of comprehensive planning for the 
river area. 


N 1950, due to significant changes in 

economy and population of the basin, 
the Senate Committee on Public Works 
directed the Engineers to review and de- 
termine if modifications in previous rec- 
ommendations should be made. This 
updating was nearing completion in 1955 
when the entire Delaware river basin 
suffered great loss of life and property 
due to flood damage. This event led many 
to conclude that a more comprehensive 
study was needed. 

Commenting on this enlarged plan, the 
Water Resources Association of the Dela- 
ware River Basin made the following 
statement : 


The Corps of Engineers’ plan has 
often been described as costing $2 mil- 
lion and taking five years to complete. 
These terms, better than any others, 
describe the enormity of the undertak- 
ing and the vast number of decisions 
and technical studies that had to be 
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made in the process of developing the 
physical plan itself. ... 


From the outset the Engineers decided 
that the plan would span a 50-year period, 
1960 to 2010. They also determined that 
all aspects of water use would be taken 
into account and that plans would be made 
for the construction of as many dams, 
reservoirs, levees, and other water-control 
facilities as might be found necessary to 
meet anticipated demands. 

The majority of the studies upon which 
the physical plan for the basin are predi- 
cated were started in 1956 and completed 
in 1959. The Corps of Engineers was 
aided in its studies by a number of federal 
and state agencies, as well as by the Inter- 
state Commission on the Delaware River 
Basin. 


HE Engineers’ report paints a picture 

of growth for the area surrounding 
the Delaware river. In the next fifty years 
the population is expected to increase from 
21 million to 30 million. Industrial 
employment is expected to double in the 
same period, while production will quad- 
ruple. Demands for outdoor recreational 
resources will increase six and one-half 
times during the next fifty years and the 
peak demands for electric power will 
triple. 

If these forecasts prove to be true, the 
demands on the water resources of the 
Delaware will be huge. The Engineers 
are confident that sufficient water is avail- 
able if prompt action is taken to deal with 
troublesome problems. As with most other 
rivers, the two major problems are flood- 
ing and pollution. Annual average damage 
from floods in the area is estimated to be 
in excess of $6 million per year. By the 
very nature of pollution it is difficult to 
tag this menace with a specific price. How- 
ever, pollution does exist and it must be 


AUGUST 17, 1961 


acknowledged that it is one of the prime 
problems of the area. , 


N essence, the following are the recom- 

mendations made by the Engineers re. 

garding the four-state area which borders 
the Delaware: 


. .. continuous and vigorous action by 
federal and nonfederal agencies, sepa- 
rately and co-operatively under author- 
ities that exist or may be provided, in 
prosecution of programs for land 
management, controlling and regulating 
the use and development of flood plans, 
preservation and development of rec- 
reation and fish and wildlife resources, 
abatement of stream pollution and im- 
provement of water quality, conserva- 
tion of ground and surface waters, and 
preservation of sites for the projects 
that comprise the Comprehensive Plan. 
... the District Engineer recommends 
that a plan consisting of 19 major con- 
trol projects and 39 small projects, at 
an estimated total construction cost of 
$591 million be adopted as a guide to 
the timid and balanced development 
of the water resources of the basin... 


Of the 58 projects for the area, 11 will 
consist of multipurpose projects combin- 
ing two or more of the following objec- 
tives: (1) improved water supply; (2) 
reduction of flood damage; (3) establish- 
ment of recreational areas; (4) genera- 
tion of hydroelectric power. 


HE Engineers indicate that it is eco- 

nomically feasible to generate hydro- 
electric power at only two of the proposed 
dams. The Delaware is a gently flowing 
river and the hydroelectric potential is 
small when compared with the demand 
for power in the area. All indications 
point to the fact that the most productive 





meth« 
powe 
Aci 
if the 
41,00 
wate! 
that 
of 37 
energ 
electt 
lion 
facili 
in th 
by 4. 
the ] 
augn 


annu 
gene 
bene 
plex: 
toa 
proj 
and 
T 
the 
actic 


O 


WHAT OTHERS THINK 


method of using water to develop electric 
power will be through pumped-storage. 

According to the Engineers’ estimates, 
if the 58-dam plan is put into effect some 
41,000 acres of additional recreational 
waters will be provided. It is projected 
that the plan would enable the production 
of 375 million kilowatt-hours of electric 
energy annually by conventional hydro- 
electric plants, plus an additional 732 mil- 
lion kilowatt-hours by pumped-storage 
facilities. It is expected that flood damage 
in the areas involved would be reduced 
by 45 per cent and the surface flows of 
the Delaware and its tributaries will be 
augmented to provide for present and 
future water requirements. 


7. report estimates that the total con- 
struction costs for the 58 dams will 
be $591 million. These sums would be 
spent at various points over a 50-year 
period and would be amortized over 50- 
year periods subsequent to completion of 


construction. The Engineers evaluate the 
benefit-cost ratio for projects. This ratio 
is the relationship between the vartous 
average annual economic benefits expected 
to accrue from a project and its average 
annual cost in actual dollars. Projects are 
generally authorized if it is found that 
benefits are greater than costs. Great com- 
plexity arises when the Engineers attempt 
to allocate the costs of multiple-purpose 
projects between the federal government 
and nonfederal interests. 

The findings and recommendations of 
the report leave no doubt that timely 
action to develop the basin’s water re- 


sources is essential to avoid water short- 
ages. The Engineers support the forma- 
tion of a Delaware River Basin Com- 
mission which would co-ordinate and 
integrate the various groups and spheres 
of interest. It would also be the responsi- 
bility of this group to make adjustments 
in present estimates since it is acknowl- 
edged that it is difficult to make accurate 
predictions for periods greater than twenty 
years. 


I all probability the Senate will soon 
consider the legislation which estab- 
lishes the Delaware River Basin Compact. 
This particular legislation does not au- 
thorize any of the projects recommended 
in the Engineers’ report. However, it can 
be expected that if this compact is rati- 
fied the Delaware River Basin Report will 
be the master plan for the area. Secretary 
of the Interior Udall has often stressed 
his belief that recreational areas must be 
guarded and improved. Aside from the 
important flood-control and hydroelectric 
aspects of the Delaware river project, this 
recreational consideration is sure to be 
one of the major features when the time 
comes for project authorization. Interest- 
ingly enough, the proposed Tocks Island 
dam would create a huge new recreational 
area and would be one of the two places 
where hydroelectric power might be gen- 
erated. 


DELAWARE River BASIN Report, Army Corps of 
Engineers, 11 volumes, available from the Dis- 
trict Engineer, U. S. Army Engineers District, 
Philadelphia, P. O. Box 8629, Philadelphia 1, 
Pennsylvania. Price, $45. 





PP&L Dedicates Steam Plant 


Q* July 12th, the Pennsylvania Power 
and Light Company dedicated its 


new Brunner Island steam-electric sta- 


tion. The Brunner Island plant occupies 
a 766-acre tract along the Susquehanna 
river, adjacent to the village of York 


AUGUST 17, 1961 





PUBLIC UTILITIES FORTNIGHTLY 


Haven, Pennsylvania, and just south of 
Harrisburg. The plant, at the time of the 
dedication, had been in regular intercon- 
nected operation on the PP&L’s system 
since June 22nd. Presently it is generat- 
ing 150,000 kilowatts of its 300,000-kilo- 
watt capacity. 

The Brunner Island facility represents 
an investment of approximately $48 mil- 
lion and is part of the PP&L’s postwar 
expansion program which totals $686 
million for the 20-year period ending in 
1965. This particular plant is the largest 
and costliest single piece of equipment, al- 
though the many other facilities, taken 
as a group, account for a greater expen- 
diture of capital. 

The dedication was attended by some 
800 community, business, and industry 
leaders, and government officials. Open- 
ing the program was Charles E. Oakes, 
PP&L board chairman and chief execu- 
tive officer, who stated that the dedication 
of the plant forged another link in the 
chain of progress in Pennsylvania. 

Mr. Oakes pointed out that power 
from plants such as Brunner Island have, 
over the years, made work easier and 
more productive and living more con- 
venient and comfortable. It has created, 
he stated, whole new industries and 
thousands upon thousands of new jobs. 
He added that plants such as Brunner Is- 
land will help make possible the enjoy- 
ment of new and even more wonderful 
electrical conveniences in all fields of en- 
deavor in the years ahead. 


— of investor-owned utilities, 
Mr. Oakes emphasized the role they 
lave played and will continue to play in 
the realization of America’s potential 
electrical might. These utilities, he stated, 
will experience a growth in capacity four 
times as great as today’s total and will 
spend about $143 billion between 1960 
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and 1980 to expand electrical systems 
and equipment in order to meet expected 
needs. 

Mr. Oakes indicated that his company 
looks forward with confidence to the 
favorable economic growth of Pennsyl- 
vania’s economy and he pledged that 
PP&L would do its part to utilize all of 
the resources of the commonwealth. He 
called for government encouragement of 
the investor-owned electric utility indus- 
try and he asked that a “proper climate” 
be established in which industry can carry 
out policies which will encourage the wise 
and efficient use of the nation’s natural 
resources. He stressed that the investor- 
owned power companies are ready, will- 
ing, and fully able to assume the task of 
supplying all the power the public wants. 
He indicated that the Brunner Island fa- 
cility is an expression of confidence in 
Pennsylvania’s continued ability to grow 
and expand. 


HE chief speaker at the dedication 

ceremonies was Governor David L. 
Lawrence, formerly mayor of Pittsburgh. 
Governor Lawrence stated that although 
the Brunner Island plant was a privately 
financed operation, the governments— 
both state and local—have an interest 
since PP&L has more than six thousand 
workers on its payroll. In addition, he 
noted that the company provides services 
to 730,000 Pennsylvania customers for 
domestic and industrial use. He also 
stated the 97,000 shareholders in PP&L 
have made the company’s growth and im- 
proved services possible. Speaking of 
these investors, he said: 


As governor of Pennsylvania, I am 
always delighted when private industry 
seizes the initiative and embarks upon 
an enlightened program. Although this 
may mean only an expansion of a small 
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Courtesy, The (Baltimore) Sun 





“INJUN TROUBLE—MAY HAVE TO TURN YOU BACK, PODNER!” 


business or factory, it may just as well 
mean a major increase in manufactur- 
ing in a large industry or a marked rise 
in power-generating capacity such as 
this plant entails. 


i is governor noted that Pennsylvania 
has always been an industrial state 
and that it is a vast storehouse of raw 
material strategically located near the hub 
of the nation’s greatest market. The 
cornerstone of present and future prog- 
ress, he stated, is the development of 


power. Co-operation between utilities and 
the various governmental agencies has 
attracted new industries to the state and 
aided older industries to grow. He com- 
plimented PP&L for its interest and co- 
operation in the commonwealth’s effort 
to expand employment and revitalize 
distressed areas. Again alluding to the 
co-operation which must exist in a state, 
he said that PP&L investors know that it 
will be to no avail to build a multimillion- 
dollar generating plant unless the com- 
pany’s service outlets are kept in top 
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running order. By the same token, he 
stated that local and state governments 
must be willing to invest in the facilities 
they operate, in order to meet the de- 
mands of the public. 

The governor introduced Randolph C. 
Ryder, Jr., one of PP&L’s youngest 
stockholders. In 1958, the then sixteen- 
year-old boy broke ground for the Brun- 
ner Island plant. At that time, the enter- 
prising youngster had become a PP&L 
shareholder under the then new legisla- 
tion which enables minors to hold secu- 
rities—under their own name. (Pennsyl- 
vania was one of the first states to enact 
this type of legislation.) 


nme Lawrence stressed that the 
future of young men, such as Ryder, 
does not solely depend on investments 
but that a great degree of their future 
life depends on the education that they 
will receive. The strength of the state, 
the governor noted, depends on the sound 
action of business and government. This, 
he stated, demands that government in- 
vest wisely in good education—and that 
business invest in projects such as Brunner 
Island. 

Moving in this manner, Pennsylvania 
will be able to achieve its full poten- 
tial, he stated. 

—C.M.B. 





Pope John Speaks on 


a nes the world’s religious 
leaders have spoken on the moral 
responsibility inherent in such diversified 
fields as social welfare, labor, industry, 
and education. In the past few years this 
trend has increased as all the segments 
of society tend to pool their resources in 
a common effort to solve some of the 
problems of mankind. 

Recently Pope John XXIII, the spiritual 
leader of the world’s 510 million Roman 
Catholics, issued an encyclical entitled 
Mater et Magistra. Papal documents of 
this nature derive their titles from the 
first two words of the Latin text which 
is the official language of the church. The 
last such major statement was made by 
Pope Pius XI in 1931 and this was pre- 
ceded by Pope Leo XIII’s famous docu- 
ment “Of the Condition of the Working 
Class” in 1891. Pope Leo’s statement is 
thought by many to be an answer to such 
documents as Marx’s “Das Kapital.” 

Pope John’s statement carries on the 
tradition of earlier Pontiffs in that his 
comments were on a number of subjects. 
He touched upon such subjects as world 
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Private Ownership 


aid (the rich must aid the poor) ; eco- 
nomics (public authorities must promote 
productive development on behalf of 
social progress) ; and farming (the farm 
exodus is due to the depressed condition 
of the farming sector and the farmer’s 
lower standards must be made to come as 
close as possible as to those of the city). 


HE Pontiff recognized that one of 

the typical aspects of this era is the 
trend toward socialization. He views 
socialization as an effect and a cause of 
growing intervention of public authori- 
ties in such areas as health care, instruc- 
tion of children, and care of the handi- 
capped. 

Part of this trend, he states, is due to 
the natural tendency to join together to 
attain objectives. However, Pope Jolin 
cautions that such organizations tend to 
restrict the range of “the individual as re- 
gards his liberty of action and uses means, 
follows methods, and creates an atmos- 
phere which make it difficult for each one 
to think independently of outside in- 
fluences, to work of his own initiative, 
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WHAT OTHERS THINK 


to exercise his responsibility, to affirm 
and enrich his personality.” 

It is not necessary, the Pope states, that 
this increased trend toward socialization 
reduce man to automatons. Socialization, 
he asserts, ought to be realized in such a 
way as to draw from it the advantages 
contained therein and to remove or at 
least restrain the negative aspects of such 
programs. This, he comments, demands 
a sane view of what constitutes the com- 


mon good. 


Of Private Property 


on JoHN notes that it is the trend of 
the day to strive to acquire profes- 
sional training rather than to become 
owners of property and that as a group 
we tend to have greater confidence in in- 
come deriving from work or rights 
founded on work rather than in income 
derived from capital or rights founded on 
capital. These things, he notes, have con- 
tributed to the spreading of doubt that 
the principles of our predecessors have 
lost their importance; namely, the prin- 
ciple of “natural right” to private owner- 
ship. 

There is no reason, the Pope insists, 
for such a doubt to persist. It would be 
useless he asserts to insist on free and 
personal initiative in the economic field 
if the same initiative were not permitted 
to dispose freely of the means indis- 
pensable to its achievement. The Pontiff 
states : 


There is no reason for such a doubt 
to persist. The right of private owner- 
ship of goods, of productive goods in- 
clusively, has a permanent validity, 
precisely because it is a natural right 
founded on ontological and _finalistic 
priority of individual human beings as 
compared with society. 

. Further, history and experience 
testify that in those political régimes 


which do not recognize the rights of 
private ownership of goods, the funda- 
mental manifestations of freedom are 
suppressed or stifled. 

Hence, one may justifiably conclude 
that they find in such a right both a 
guaranty and an incentive. 

Hence is explained the fact that 
socio-political movements which strive 
to reconcile in society justice and 
liberty were until recently clearly op- 
posed to the private ownership of pro- 
ductive goods, but are now, more fully 
enlightened concerning actual social 
conditions, reconsidering their own 
stand and are taking in regard to that 
right an essentially positive attitude. 
. . . And thus may the natural right 
be the guaranty of the essential free- 
dom of the individual and at the same 
time an indispensable element in the 
social order. 

Further, we have observed today, 
in man’s political communities, that 
economic systems are rapidly increas- 
ing their productive efficiency. 


ae socio-political movements, he 
notes, which had been clearly opposed 
to private ownership now endorse it. In 
support of his position on private owner- 
ship he quotes from the earlier pro- 
nouncement of Pope Pius XII. 

He expanded his remarks on private 
property by stating that it is not enough 
to assert the natural character of the 
right of private property, but the effec- 
tive distribution among all social classes 
is to be insisted upon. The state and other 
agencies of public law should not, he 
believes, extend their ownership except 
where motives of evident and real neces- 
sity of the common good require and not 
for the purpose of reducing or abolishing 
private property. 

Without question Pope John’s main 
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consideration in his statement on private 
property involves the morality of such 
ownership. However, it is interesting to 
note that the real basis of his remarks, 
even in the moral sense, seems to center 
around the basic freedom of the indi- 
vidual in an increasingly complex society 
and government. 


It can be expected that this socio- 
economic encyclical by Pope John XXIII 
will become the new guidepost for evaluat- 
ing social changes in the next few years. 
As such it is a clear statement of the 
necessity of organized social action but 
never at the sacrifice of individual 
freedom. 





Gas Utility Interest in Atomic Research Disclosed 


AY interesting development brought out 
at a hearing before the New York 
Public Service Commission was that the 
Rochester Gas & Electric Corporation had 
charged $171,006 a year of its atomic 
energy research costs to its gas depart- 
ment operations. The possibility of under- 
ground gasification of coal by atomic com- 
bustion was the explanation. 

The company said this operating charge 
was justified by the promise of radical 
atomic development in this field. Several 
company officials were questioned by 
Public Service Commission Counsel Nor- 
man Abell after RG&E Controller Harold 
S. Weatherby testified that the company 
was charging 39.5 per cent of the cost of 
its atomic research to the gas department. 

Robert A. Ginna, RG&E board chair- 
man, said after the hearing that present 
atomic research being carried on promises 
sensational breakthroughs in the field of 
gas production from coal. Within two 
years, he said, a method may be perfected 
by which coal, a plentiful commodity, can 
be totally transformed into illuminating 
gas, thus assuring a supply for centuries. 
Ginna would not speculate on the cost of 
such manufactured gas, but he was con- 
fident that atomic research would show 
the way to make it “competitive” with 
natural gas in the foreseeable future. No 
details as to burning qualities and Btu con- 
tent of such manufactured gas were im- 
mediately available. 
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me reactors, Ginna explained, will 
develop heat high enough to gasify 
an entire coal mine with its contents still 
underground. The gas, generated at the 
coal fields, could then be piped to where 
it is needed through existing transmission 
lines. He estimated roughly that the proven 
“cheap” supply of natural gas in this coun- 
try would be adequate for only twenty- 
six years at the present rate and prospec- 
tive consumption, and that the atomic 
transformation process would be very 
valuable for the adequacy of supply in the 
near future. 

The disclosure that the company’s 
atomic research costs—generally regarded 
as useful only in the electricity field for 
utilities—were also of interest to gas utili- 
ties, was a high light of the commission 
hearings. 

Whether the commission will allow the 
full amount of this item as an operating 
charge for the company’s department 1s 
still a matter for the commission to decide. 
There was also some question about charg- 
ing off unamortized cost of obsolete, de- 
molished coke ovens as part of the gas 
rate base. 

Abell, in his examination, conceded 
that the utility was entitled to recover the 
$1,331,797 remaining unamortized of the 
cost of the gas ovens once used to produce 
manufactured gas, but made uneconomi- 
cal and useless by the advent of natural 
gas. 
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te matter of the gas company’s 
“stand-by” equipment was brought 
up during the hearing. Frederick J. Pfluke, 
RG&E vice president in charge of gas pro- 
duction, described in detail the equipment 
used for this purpose and its capacities, 
emphasizing that there is no stand-by 
equipment remaining on the books that is 
not being used to meet the demand for 


gas. Pfluke said that the only stand-by 
equipment the company has for emer- 
gency gas production was written off 
years ago and no longer figures in rate 
making. 

He also commented that other gas 
manufacturing equipment had been used 
16 times in the last fifteen years to meet 
the company’s supply emergencies, 





Nuclear Power in Canada 


Ww the great activity in the nuclear 
power field in this country, and the 
apparent shift away from the “partner- 
ship” approach in the development of 
atomic energy, we tend to forget that a 
number of other countries are active in 
the generation of electricity from atomic 
sources. England and Italy have made 
significant contributions to technology in 
this field. Recently, the Canadian House 
of Commons’ Special Committee on Re- 
search received a brief by John Davis, 
entitled “The Economics of Nuclear 
Power in Canada.” 

Mr. Davis notes that fifteen vears ago, 
Canada commenced its program for de- 
veloping atomic energy and since that 
time hundreds of millions of dollars have 
been spent in the research field. As in 
the United States, progress has been 
slow and he forecasts that it will be 1970 
or later before nuclear power can com- 
pete with conventional fuels. After not- 
ing 1970 as a target date, Mr. Davis 
points out that it may be many years 
beyond that before all parts of his coun- 
try benefit from the atom. He concludes 
that the present scale of effort in the 
nuclear field may be out of proportion 
to the risks and benefits involved and 
suggests that instead of putting $30 to 


$40 million a year into this program, it: 


might be well to cut research expendi- 


tures back to something in the neighbor- 
hood of $10 million. Another possibility 
he suggests is a broader program, involv- 
ing large expenditures, which would in- 
clude other objectives whose attainment 
would be advantageous to more people in 
all parts of Canada. 


Ji tee significantly, he observes that 
there is a great need for efficiency 


in overall planning. This belief is well 
stated when he notes that 


_ No country, no matter how 
wealthy, can go on indefinitely sub- 
sidizing activities which private in- 
dustry will not undertake on its own. 
Our national drive for greater pro- 
ductivity demands that we make maxi- 
mum use of all our resources. Nuclear 
power may, one day, be one of them. 
But it cannot give Canadian industry 
a unique or lasting advantage over 
its competitors in other countries. This 
important qualification must be born 
in mind when assessing the impact of 
atomic energy on Canada’s economic 
prospects. 


Mr. Davis urges the committee to 
make a careful study of Canada’s energy 
needs, together with a study of alterna- 
tive costs of supplying electricity in 
different parts of the country. The dif- 
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ferences discovered, he asserts, could be 
contrasted with the projected costs of 
nuclear power and the established sav- 
ings and benefits of nuclear research 
could then be determined. This evalua- 
tion of costs and benefits, he believes, 
could also govern the maximum size of 
Canada’s research effort in this relatively 
new field. He also notes that after having 
evaluated the economic consequences of 
nuclear power, even in the areas where 
other adequate fuel supplies exist, a policy 
for nuclear research and development 
should be formulated which is consist- 
ent with the well-being of Canada as a 
whole. 


nan research costs into proper 
perspective is often difficult owing to 
the large sums involved. However, as a 
concrete example, Mr. Davis notes that 
the present Canadian effort in this Seld 
costs the wage and salary earners of that 
nation some $6 each per year. This, he 
asserts, makes the nuclear research pro- 
gram of vital interest to every Canadian 
worker. 

It would be difficult to find fault with 
Mr. Davis’ plea for a well-thought-out 
program in view of the huge amounts 
of money involved in even the most mod- 
est atomic power facility. Of course it 
would be foolhardy to neglect research 


in the nuclear field but Mr. Davis seems 
to call for a balanced approach. This is 
one approach to our own nuclear power 
development program which we might 
well consider, since we now seem to be in 
a transitional stage of development. Is it 
fair to areas which have large reserves 
of conventional fuel to pay excessive re- 
search bills in order that another section 
of the country, which has no such natural 
fuels, can benefit from atomic energy? 

Present forecasts predict that when 
nuclear energy does reach a competitive 
status with fossil fuels, it will only 
be in huge power plants and probably in 
areas remote from fuel supplies. Rather 
than make the huge expenditures for 
such atomic plants, would it be better 
to use the nation’s conventional fuels 
while devoting research time and funds 
to broader programs of inquiry that 
might benefit larger segments of the 
population? This of course would be out 
of the question if present reserves should 
suddenly prove inadequate or if a “break- 
through” should occur in atomic re- 
search. 

However, barring either of these hap- 
penings, it would seem to be a good idea 
to evaluate present programs for atomic 
energy against the ultimate benefit for all 
of the nation—be it in Canada or the 
United States. 





Notes on Recent Publications 


WITH MORE AND MORE of the nation’s pop- 
ulation and activities clustered in large 
metropolitan centers, urban land is becom- 
ing an increasingly scarce and valuable 
natural resource. The effects of the spread 
of cities into rural hinterlands present sev- 
eral urgent questions as yet relatively un- 
explored. 

In a new study, entitled “Transporta- 
tion and Urban Land,” Lowdon Wingo, 
Jr., seeks to relate the largest use of ur- 
ban space—residential land for households 
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—to the organization and technology of 
urban transportation. His aim is to supply 
a framework for analyzing and projecting 
urban arrangement through a theoretical 
“model” emphasizing some critical ele- 
ments that often are overlooked in land 
use and transportation policy. 

TRANSPORTATION AND URBAN LAND, by 
Lowdon Wingo, Jr. Resources for the 
Future, Inc. 1775 Massachusetts avenue, 
N. W. Washington 6, D. C., pp. 14. 
Price $2. 
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The March of 
Events 


ABA Utility Law Section Meets 


Nn estimated attendance of over three 
hundred members of the Section of 
Public Utility Law was registered at the 
recent American Bar Association conven- 
tion in St. Louis. The section program, 
conducted at the Hotel Chase, was held 
on August 7th, 8th, and 9th. The first 
session, presided over by retiring section 
chairman, Alfred P. Ramsey of Balti- 
more, featured two well-known specialists 
in the field of administrative law, Judge 
E. Barrett Prettyman of the U. S. court 
of appeals for the District of Columbia, 
and chairman of the newly established 
Administrative Conference of the United 
States, and the Honorable James M. 
Landis, special assistant to the President 
on regulatory matters. 

The 1961 annual report of the standing 
committee, covering developments in the 
field of public utility law during the past 
year, was presented by Committee Chair- 
man William S. Tarver of Birmingham, 
Alabama. On August 8th the section 
scheduled a discussion of piggyback and 
other competitive railroad freight rates. 
Jervis Langdon, Jr., president of the Bal- 
timore & Ol'~ Railroad, and James F. 
Pinkney, vice president of law of the 
Ryder System, Inc., represented the rai!- 


—_ 


i 


road and motor carrier points of view, re- 
spectively. 

Dr. John R. Dunning dean of the Co- 
lumbia University School of Engineering, 
spoke on competitive fuel and energy 
problems. The final session was devoted 
to the question of mergers as a means of 
strengthening common carriers by rail, 
air, and highway. Stephen H. Fletcher of 
New York was elected chairman of the 
section for the coming year. Full text of 
addresses at these sessions will be published 
in a forthcoming issue of Pusiic UTILI- 
TIES FORTNIGHTLY. 


Interior Approves Form of 
Contract 


oo of the Interior Stewart L. 
Udall has announced approval of the 
form of a temporary contract between the 
United States, Yuma County Water 
Users’ Association in Arizona, and the 
Imperial Irrigation District in California, 
designed to increase hydroelectric power 
production of the Yuma project. 

Power output would be raised by trans- 
ferring a portion of the water currently 
passing through the Yuma project’s S:- 
phon Drop power plant to the Imperial 
Irrigation District’s new and more mod- 
ern Pilot Knob power plant. 
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Connecticut 


Rate Proposals Criticized 


in increase proposals of several Con- 
necticut public utilities to cover new 
state tax increases have been assailed by 
William J. Verriker, chairman of the state 
senate finance committee. 

The 1961 Connecticut legislature en- 
acted bills raising public utility taxes from 
14 to 4 per cent and telephone taxes from 
4 to 6 per cent. The legislature’s action 
was immediately followed by rate in- 


crease proposals to the state public utili- 
ties commission by several utility com- 
panies. 

Verriker, in a letter to Governor Demp- 
sey, asserted that the proposals by these 
companies were “nothing short of im- 
pudence.” He urged the governor to fight 
their rate increase petitions. The governor 
told Verriker in reply to his letter that he 
was in agreement with his views as to 
public utilities and would “see what I can 
do to follow your suggestions.”’ 


Kentucky 


Discount on Power 
Bills Set 


_ Paducah Electric Plant Board has 
ordered a 10 per cent discount on 
standard residential and commercial bills 
of city customers, effective the month it 
starts operating the Kentucky Utilities 
Company system in Paducah. 

The discount will apply only if the bills 
are paid within ten days and will not ap- 


ply to fringe area customers, the board 
said. Approval of the discount came after 
the board adopted a resolution authoriz- 
ing sale of $7,050,000 in revenue bonds 
to finance purchase of the Kentucky Utili- 
ties system. Voters last November ap- 
proved the bond issue. 

The bond sale and transfer of the elec- 
tric system property are expected to be 
completed this month. 


Maryland 


Commissioner Named 


a emgenty Tawes last month appointed 
¥ Charles E. Edmondson, a Cam- 
bridge, Maryland, attorney and Demo- 
cratic political figure, to the state public 
service commission. He succeeds Francis 
V. DuPont, who resigned, effective last 
June Ist. Mr. Edmondson will fill out the 


unexpired term, which runs until June 1, 
1963. The post carries a salary of $8,000 
a year. 

Mr. Edmondson, who will be forty- 
seven years old this month, has held sev- 
eral public offices since he received his law 
degree from the University of Maryland 
in 1940. 


Missouri 


Gas Rate Case Continued 


. I ‘HE hearing on the application of 
Laclede Gas Company of St. Louis 
for a $3.7 million rate increase was con- 
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tinued recently by the state public serv- 
ice commission to October 9th, after the 
company presented its case for the rate in- 
crease. 





THE MARCH OF EVENTS 


When the hearing resumes, the com- 
pany’s witnesses will be cross-examined 
and the interveners will have an oppor- 
tunity to present testimony in opposition 
to the rate increase. Interveners include 
St. Louis, St. Louis county, Brentwood, 
Richmond Heights, University City, the 
St. Louis County Municipal League, and 
the Mississippi River Fuel Corporation, 
Laclede’s principal source of supply. 

Laclede’s president, H. Reid Derrick, 
told the commission that if Laclede’s re- 
quest is granted, it would enable the com- 
pany to earn a rate of return of 4.88 per 
cent on its rate base. Without the rate 
boost, he added, the rate of return would 
drop to 3.92 per cent. 

Derrick said the proposed rate increase 
would merely keep the annual rate of re- 
turn at its present level. The approximate- 


ly 5.9 per cent rate hike would do no 
more than offset increases in gas cost the 
company has incurred recently, plus the 
proportionate increase in gross receipts 
taxes it will pay, he stated. 

The cost of natural gas Laclede buys 
from Mississippi River Fuel Corporation 
went up $633,000 a year last June 15th. 
The pipeline company is holding these in- 
crease receipts in escrow pending a rate 
determination by the Federal Power 
Commission and may be compelled to re- 
fund them to Laclede. In that event, Lac- 
lede will refund these sums to its own 
customers, Derrick said. 

Laclede has also incurred an additional 
annual gas cost of $2,920,000 for a new 
supply it now receives from Mississippi 
River Transmission Corporation, a sub- 
sidiary of the main supplier, he continued. 


Nebraska 


District and Rural Co-ops Sued 


jie Nebraska Public Power System 
is suing 27 Nebraska rural power 
agencies and Consumers Public Power 
District to recover $940,000 the system 
says is due in unpaid portions of power 
bills. All the defendants are power pur- 
chase customers of NPPS in the eastern 
two-thirds of the state. 

The Loup River Public Power District 
and the Platte Valley Public Power and 
Irrigation District, joint owners of 
NPPS, together filed the action in what 
was termed ‘‘an extension of the so-called 
Burt county case brought by 25 rural 
agency customers against NPPS last 
year.” 


Rural agencies in that action had 
charged NPPS with discrimination in a 
Consumers-NPPS power purchase con- 
tract. NPPS attorneys said the rate dis- 
putes originally were part of the Burt 
county case, but that rural districts did 
not agree to consider money matters along 
with the discrimination charge. 

The money in question is that withheld 
from power bill payments to NPPS from 
September 1, 1959, through May 31, 
1961. The NPPS seeks recovery of the 
funds, plus interest charges. The defend- 
ant rurals have been paying NPPS $1.85 
per kilowatt-hour in demand charges in- 
stead of the $1.96 billed by NPPS. Con- 
sumers also cut its payments following 
the withholding action of the rurals. 


Nevada 


Power Rate Cut Ordered 
A REDUCTION in rates ranging from 
7 to 25 per cent was ordered recent- 


ly by the Nevada Public Service Com- 
mission for Ely Light & Power Com- 
pany, effective August 15th. The commis- 
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sion said the company’s profits were too 
high. 

It ordered the company to reduce 
gross revenues by $56,000, or about 11 


per cent. Under the commission’s order, 
the company had until August Ist to file 
new lower rates for Ely, East Ely, and 
Ruth. 


Ohio 


Rehearing Bill Signed 


means DiSalle has signed into Ohio 


law a legislative bill to increase from 


twenty to thirty days the period in which 
the state public utilities commission may 
decide to grant a rehearing. 


Oregon 


Steps Taken to Curb 
Duplication 


oo State Public Utility Commis- 

sioner Jonel C. Hill recently an- 
nounced he had prepared regulations to 
carry out a new state law aimed at reduc- 
ing competition between electric power 
distributors. He said he expected early 
filings of applications in view of the ap- 
parent eagerness of power agencies to 
take advantage of the law. 

The law in question permits power 
agencies to make agreements with each 
other to allocate their territories to elimi- 
nate duplication of service. The commis- 


sioner must approve any agreement be- 
fore it may go into effect. The law also 
permits power distributors to obtain ex- 
clusive rights to serve territory in which 
there is no competition. The purpose of 
this provision is to prevent duplication 
from becoming more « idespread. 

Hill backed the legi: ‘ion while it was 
under consideration |: Oregon law- 
makers. He said it will result in lower 
rates. Duplication of service, he added, is 
wasteful. 

Some advocates of public power as- 
sert that the law will cripple their ex- 
pansion plans and result in higher rates. 


Vermont 


Tax Repeal Bill 
Enacted 


ee conditionally repealing the state 
tax on electrical energy has been 
given final passage by the state legislature 
and sent to the governor for signature. 
As amended prior to enactment, the bill 
provides that the tax be repealed on the 
generation of electricity by sources other 


than water in 1963 and that the state 
emergency board be empowered to repeal 
the tax entirely in 1965 if it is found an 
atomic power-generating plant is to be 
built in the state. 

Governor Keyser recommended that the 
tax be repealed as an inducement to the 
New England Power Company to build 
an atomic plant in Vermont. 


Wisconsin 


Senate Passes Co-op Measure 
; gem to permit rural electric co-opera- 
tives to continue to serve newly an- 
nexed areas was recently passed by the 
state senate and sent to the house. 
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A similar bill had earlier been approved 
in the house, which meant that either 
branch of the legislature could take up 
and pass the other’s proposal and send it 
to the governor for signature. 





Progress 
of 





Regulation 








Trends and Topics 


Contributions for Industrial and Economic Development 


—— utilities, like other business corporations, are concerned with the 
economic stability of communities in which they render service. Conse- 
quently they make charitable contributions, pay dues to local organizations, 
and make contributions to promote industrial and economic development. The 
question of charitable contributions is discussed in 65 Pusiic UTILITIES 
ForTNIGHTLY 873 (June 9, 1960). The Michigan commission has now altered 
its former view as to charitable contributions, donations to aid industry, and 
chamber of commerce dues. Decisions by other regulatory commissions on this 
question have not been entirely uniform. 


Contributions Approved as Business Expense 


The Michigan commission, in the Consumers Power Company case (38 
PUR3d 355), allowed as an operating expense, in addition to charitable 
contributions and chamber of commerce dues, donations to colleges and uni- 
versities and to industrial and economic development funds. The commission’s 
staff opposed the allowance of these expenses on the ground that it would 
force the ratepayer to make involuntary contributions which should more 
properly be made by the company’s stockholders. The company maintained 
that these expenses are unavoidably a part of present-day business expenses 
and necessary if the company is to assume its responsibilities as part of the 
business community in the area in which it operates. 

The commission said it proposed to depart from its historical position 
whereby these expenses were excluded from the cost of service for rate- 
making purposes. This change in policy is not, however, to be interpreted as 
a blanket endorsement of these expenses as being properly includable in the 
cost of service regardless of amounts involved or the type of beneficiaries re- 
ceiving these contributions or donations. The commission said it would be 
the responsibility of management to exercise proper discretion in controlling 
these expenses so that they would be reasonable in amount and made to 
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recipients that truly contribute to the overall welfare of the communities. 

The Pennsylvania commission allowed as an expense of Pennsylvania 
Power & Light Company contributions to industrial funds of organizations 
primarily engaged in the attraction of new industries to the area served by 
the company. The commission had disallowed similar payments in the past 
where they appeared to be nonrecurring, but in this case the payments had 
been about the same from year to year. The contributions were to industrial 
funds located in the anthracite coal region of Pennsylvania. 

The company supplied a considerable portion of this area with its elec- 
tric requirements and must necessarily be vitally interested in its welfare. 
Anthracite coal was daily experiencing progressively greater competition 
from other fuels, and the business and civic leaders in the area were doing 
themselves, the people they represented, and the area as a whole, a very 
definite public service by seeking and acting on ways and means by which 
the economic and social welfare of the area might be protected. It was the 
opinion of the commission that the payments by the company to the several 
industrial funds were properly made and were in the public interest (89 PUR 
NS 432). 


Contribution to Attract Factory 


A different type of donation will be noted in a decision by the Illinois com- 
mission, back in 1919, when it passed upon rates of the Albion Electric Light 
& Gas Company. The operating expense showed an amount of $500 paid to a 
special fund raised in the city of Albion for the purpose of inducing a cloth- 
ing manufacturer to locate a factory in the city. This was allowed because it 
was not in the nature of a donation for charitable purposes but was paid with 
the idea in view that the location of the factory would be of great benefit to 
the business of the utility company (PUR1920B 130). 

On the other hand, the West Virginia commission, in a 1920 rate case in- 
volving West Virginia Water & Electric Company, said that ordinarily a 
contribution for a site for a new manufacturing plant is not a proper charge 
to operating expenses of an electric and water utility, and there was nothing 
in the record to show whether such a contribution was a proper charge to 
operating expenses or not (PUR1920D 409). 


Purpose of Contribution Must Be Justified 


Contributions to chambers of commerce and other civic and community 
enterprises designed to stimulate trade and increase population in the various 
communities in which a public utility operates, according to a statement in 
an Oregon decision, are chargeable to operating expenses if the beneficiary 
of the donation is bona fide principally devoted to an effort reasonably tending 
to stimulate the sale of the company’s products, but otherwise such contribu- 
tions must be rejected as an operating expense. The commissioner allowed 
payments to the Portland Chamber of Commerce, the Citizens’ Emergency 
Committee, Columbia Valley Association, East Side Commercial Club, Manu- 
facturers’ & Merchants’ Association, and similar organizations, including also 
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Portland Realty Board and Rose Festival Association. A proposed contribu- 
tion to the Chamber of Commerce of the United States at Washington, D. C., 
did not, however, in the opinion of the commissioner, meet the test and was 
rejected (11 PUR NS 227). 

In another case the Oregon commissioner allowed a contribution to the 
National Tournament of the U. S. Golf Association which was to be held 
at Portland, Oregon, in 1937. It appeared that this expenditure was for the 
purpose of attracting attention and visitors to the territory served by the 
company, thereby being of benefit to the company and to the users of its 
service (19 PUR NS 305). 

The North Dakota commission approved contributions to chambers of 
commerce and other civic and community enterprises designed to stimulate 
trade and increase population in the various communities in which Northern 
States Power Company operated. The commission quoted from the Oregon 
decision in the Northwestern Electric Company case (11 PUR NS 227), 
stating that the rule was well expressed in that opinion (22 PUR NS 364). 


Contributions Disapproved 


The District of Columbia commission, during World War II, disallowed 
as an operating expense a payment by Washington Gas Light Company to a 
committee of a business organization where its chief function was to attract 
visitors to the city of Washington. The principal means employed was that 
of inducing the holding of conventions in Washington. The commission took 


the position that the benefits derived by the gas company from this expendi- 
ture were of such a conjectural nature that it must be viewed as a donation 
to a worthy civic organization rather than a sales promotion expense as the 
latter term is ordinarily defined. It held further that in view of the over- 
crowded condition of the city because of the war effort there was even less 
justification for such expense (46 PUR NS 1). 

Here we are considering contributions rather than dues, but in some cases 
these expenditures are grouped together, particularly when chambers of com- 
merce are mentioned. The Missouri commission, in fixing rates for Kansas 
City Power & Light Company (8 PUR3d 490), considered “miscellaneous 
dues and donations” to chambers of commerce in various communities in the 
company’s service area. The chamber of commerce in Kansas City was active 
in its promotion of the city and the Kansas City area. It helped to get new 
industry located in the area and to promote business in general. The com- 
munities served by the company were said to be in competition from this 
standpoint with other communities throughout the nation, and, according to 
a company witness, unless the company helped to promote its own com- 
munities, the company would lose business to other places. 

There was said to be no question that unregulated businesses treat these 
costs as ordinary business expenses which are reflected in the price of goods 
and services, but the commission continued its past policy of eliminating from 
operating expenses “all contributions and all dues to organizations other than 
those closely associated with the type of utility under consideration.” It was 
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said that the benefits would inure to stockholders “to a greater extent than which 
to the customers.” the w 
The Kansas commission, in fixing rates for Southwestern Bell Telephone serves 
Company, discussed various types of contributions and dues. It said that the posed 
Uniform System of Accounts specifically draws a sharp dividing line between phone 
such costs incurred by management in connection with industry, as distin- in fift 
guished from other items. Donations and contributions to charitable and civic west 
organizations, together with chamber of commerce dues, not connected with phone 
the telephone industry, according to the commission, are not proper charges 1970. 
to operations and should be charged to surplus. The commission thought that Prote 
there should be a transfer of expenditures for the benefit of chamber of com- 
merce and industrial development organizations to the nonoperating portion Al 


of the income statement (34 PUR3d 257). 





Review of Current Cases 


New Bell Telephone Company Takes over 
Pacific Northwest Operations 


ter Oregon commissioner ruled favor- 
ably on an application by The Pacific 
Telephone and Telegraph Company and 
Pacific Northwest Bell Telephone Com- 
pany for the latter to purchase and op- 
erate the business and properties of the 
former located in Oregon, Northwest Bell 
was recently formed to acquire and op- 
erate Pacific Telephone’s business and 
properties in Oregon, Washington, and 
Idaho, serving more than one and a half 
million telephones. The new company will 
become the twenty-third member of the 
Bell system of associated telephone com- 
panies. There was no opposition to the 
application. 

Balance sheets, estimated as of July 1, 
1961, when the transfer would become 
effective, showed total capital of North- 
west Bell at $577 million and total capital 
of Pacific Telephone at nearly $3 billion. 
In payment for the assets to be trans- 
ferred to Northwest Bell, the latter will 
issue all of its stock and demand notes to 
Pacific Telephone. The notes, which bear 
44 per cent interest, will be refunded 
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within three years through a public offer- 
ing of debentures. 

For its construction program during 
the next three years, Northwest Bell will 
obtain about $75 million from American 
Telephone and Telegraph Company at 44 
per cent, which approximates the present 
prime rate. The new company will have a 
capital structure of 35 per cent debt and 
65 per cent equity. It will enter into a 
standard supply contract with Western 
Electric and a license contract with 
American. Pacific Telephone proposed to 
withdraw its tariffs at the time of trans- 
fer, whereupon Northwest Bell would 
file identical ones. 


Management Spread Too Thin 


The principal reason given for the pro- 
posed sale is that Pacific Telephone’s 
business has become so vast that its man- 
agement is concerned that its service 
might begin to suffer. Top management, 
it was said, is becoming spread too thin 
for good and efficient operation. This is 
due in part to the nature of the business, 
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which is one of service that must meet 
the unique needs of each community it 
serves. Pacific Telephone, before the pro 
posed transfer, served 8 million tele- 
phones in five states, a threefold increase 
in fifteen years. It is expected that North- 
west Bell’s one and a half million tele- 
phones will be increased to 2} million by 
1970. 


Protection against Debt Ratio and Cost 


Along with a number of advantages 
expected to flow from the proposed re 
organization plan, the commissioner 
noted the economic disadvantage resulting 
from Northwest Bell being required to 
pay Pacific Telephone 443 per cent interest 
on $200 million of debt. Pacific Tele- 
phone’s average interest rate on outstand- 
ing debt is 3.7 per cent. The difference 
of .8 per cent will mean that Northwest 
Bell will pay about $1.6 million in annual 
interest more than the cost of such funds 
to Pacific Telephone. Higher interest 
costs result in an overall increase in cost 
of capital, which is an element in the 
rate of return. The threat of a rate in- 
crease for telephone service in Oregon 


& 


imbedded in the scheme was a matter of 
“grave concern” to the commissioner. 

It was pointed out that the proposed 
sale is not subject to denial by the com- 
missioner in the absence of evidence that 
the rates, service, accommodation, con- 
venience, and safety of the public will be 
adversely affected or unless it is estab- 
lished that the sale is otherwise contrary 
to the public interest. On the other hand, 
the commissioner is charged with the duty 
of protecting the public against any future 
rate increases or service inadequacies that 
may result from granting the instant ap- 
plication. 

For the protection of the public, the 
application was granted subject to certain 
conditions, among which were provisions 
that the commissioner would not be 
bound by Northwest Bell’s capital struc- 
ture for rate-making purposes and that 
in any proceeding involving a determina- 
tion of rate of return for Northwest Bell 
a cost rate of debt no higher than the 
composite cost to Northwest Bell and 
Pacific may be used. Re Pacific Teleph. & 
Teleg. Co. et al. Order No. 37883, U-F- 
2286, June 12, 1961. 


Electric Utility Merger Approved in Absence of 
Detriment to Public Interest 


pws Oregon commissioner granted an 
application by Pacific Power & Light 
Company and The California Oregon 
Power Company for approval of a 
merger, and for authority of the surviv- 
ing company, Pacific, to issue stock and 
assume the other company’s liabilities in 
connection with the merger. 


Right of Merger 
Oregon law imposes no conditions or 
restrictions against mergers other than 
approval by the commissioner. There is 
no statutory standard or rule by which 


the discretionary power of the commis- 
sioner must be exercised. The free aliena- 
tion of property is an inherent right of 
the owner by custom, law, and constitu- 
tion, subject only to restraint if it is 
against the public interest. Thus, the com- 
missioner observed, the merger of these 
two utilities is not subject to denial in 
the absence of evidence that the rates, 
service, accommodation, convenience, or 
safety of the public will be adversely af- 
fected or unless it is established by com- 
petent evidence that the sale is otherwise 
contrary to the public interest. 
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The terms “not contrary to the public 
interest” and “consistent with the public 
interest” when used in connection with 
regulatory statutes relating to consolida- 
tions and mergers, it was noted, have 
been defined as being compatible with and 
not opposed to the public interest, as not 
implying a public benefit to be derived, 
and as meaning no more than that the 
merger will not result in detriment to con- 
sumers and investors. 


Savings and Other Benefits 


Evidence indicated that substantial 
savings in power costs could be effected 
by the merger, along with an improved 
financial position and lower capital cost. 
Integration of production and transmis- 
sion resources of the two companies to 
supply combined energy loads will pro- 
duce benefits which could not otherwise 
be obtained. The chairman of the board 


e 


of Pacific testified that the savings ef- 
fected by the merger will redound to the 
benefit of the customers of both the sys- 
tems. 

It will be the policy of the surviving 
company to continue in its service all 
members of the other organization at 
their present wage and salary levels. 

Expert consultants retained by the 
commissioner confirmed the testimony 
of the applicants as to savings and other 
benefits that might reasonably be an- 
ticipated from the merger. There was no 
indication that the merger would in any 
way be detrimental to the interests of 
ratepayers, stockholders, or employees of 
the two companies. There was affirmative 
proof that the merger would be in the 
public interest. Approval was therefore 
mandatory. Re Pacific Power & Light Co. 
et al. U-F-2281, Order No. 37892, June 
13, 1961. 


Sale of Telephone Company Involving 
Change of Exchange Disapproved 


HE Minnesota commission declined 

to authorize Havelock Telephone 
Company, a small switcher company, to 
sell its properties and operations to Clara 
City Telephone Exchange Company. The 
commission favored continued exchange 
service by Citizens Telephone Exchange 
Company of Maynard, which objected 
to the proposed sale to the Clara City 
company in favor of purchasing the 
properties itself. 

Havelock had only a rural distribution 
system, and since 1914 has relied on 
Citizens of Maynard for local and toll 
services. Most of the subscribers of Have- 
lock obtain fire protection, mail service, 
and public education service from the 
town of Maynard. Clara City and May- 
nard are equidistant from Havelock. 

Both of the companies seeking to pur- 
chase Havelock intend soon to offer dial 
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service, They will provide a comparable 
quality of service. Because the stock- 
holders of Havelock did not wish to 
finance the improvement of their facilities 
in order to meet the standards necessary 
for dial service, they decided to sell. Ap- 
parently they believed the Clara City 
company’s rates would be lower than 
Maynard’s and also toll-free to Clara 
City business places. 

The commission found that if the 
Havelock company were to be sold to the 
Clara City company, the subscribers of 
the Maynard company would be adversely 
affected and that the company itself, 
based upon present rates, would operate 
at a substantial loss. The proposed sale 
would be contrary to the commission’s 
established principle of recognizing ex- 
change areas. The commission indicated 
that it would recommend a survey of the 
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subscribers of all three companies to see 
if extended area service should be offered 
to them. 


Concurring Opinion Cites Statutes 


Two concurring commissioners ob- 
served that while stockholders of Have- 
lock may have a right to sell, the Clara 
City company cannot purchase without 
commission approval. A statute provides 
for such approval, though it does not in- 
dicate the grounds for the commission’s 
decision. These commissioners pointed to 
two other applicable statutes in this situa- 
tion: (1) If the proposed sale were ap- 
proved, the Clara City company would 
have to construct lines to furnish dial 
service to the Havelock area. But, by 
statutory provision, no lines can be con- 
structed to furnish service in a locality 
where another company is already serving 
without a commission finding that public 
convenience requires such construction. 
It was thought that no such finding could 
be made in this case. (2) If the proposed 
sale were approved, it would involve a 
connection between the Clara City com- 
pany and the Havelock rural lines, where 
there is already a connection between 
Havelock and the Maynard company. By 
statute, the public convenience expressly 
does not require a connection between an 
exchange and any rural line where, by an 
existing connection, adequate service is 
already being furnished in the area. There 
was no evidence of inadequate service. 

The concurring commissioners declared 
that it would not only be unlawful to ap- 
prove the sale to the Clara City company 
but that it would also be unreasonable. 
If such a wholesale transfer of switchers 
from one exchange area to another were 
permitted, it was said, the precedent would 
encourage raiding of territories by tele- 
phone companies, and chaos and instabil- 


ity would be inevitable. They noted that 
the lure of lower monthly rental rates in 
this case was somewhat illusory because 
the additional cost of serving and rebuild- 
ing the Havelock company would neces- 
sitate a rate increase for the Clara City 
company if the application were granted. 


Dissent Defends Property Rights 


Chairman Rasmussen, dissenting, found 
no reason why Havelock should be bound 
to the past and to service from a company 
which, according to its judgment, is no 
longer able to give it the service it needs. 
Maynard’s service appeared to be only a 
contractual matter. He found that there 
was little trade between Havelock sub- 
scribers and Maynard and that most of 
the subscribers’ business was with Clara 
City. 

To deny the proposed sale, said this 
commissioner, “is nothing short of an in- 
fringement upon property rights.” He 
considered inapplicable the two statutes 
discussed in the concurring opinion and 
relied upon in the majority opinion. He 
disagreed that this case involved a 
“wholesale” transfer of switchers that 
would result in raiding practices. It was 
merely a sale to permit one telephone 
company to become a part of an exchange 
which would best serve its needs. 

Chairman Rasmussen observed that the 
Havelock company, if it so desires, could 
install dial equipment and build a switch- 
board of its own. Then it could sell to the 
Clara City company, according to the 
logic of the majority’s opinion. That the 
majority should deny Havelock the right 
to dispose of its property to Clara City 
merely because it has no switchboard, the 
dissenting commissioner declared, is 
superficial and in no way affects Have- 
lock’s rights. Re Havelock Teleph. Co. et 
al. M-4669, June 19, 1961. 
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ICC May Forbid Discrimination Even Though Rates Are 
Joint and Carriage Is across Canadian Boundary 


HE U. S. Supreme Court reversed a 
district court judgment setting aside 
an order of the Interstate Commerce 
Commission holding that higher combina- 
tion rates to complainants in the South 
were unjust and unreasonable, unduly 
prejudicial to southern consignees, and 
unduly preferential to northern consign- 
ees enjoying a lower joint rate. The 
lower court had held that the commission 
was without jurisdiction because the or- 
der attempted to control the Canadian 
part of transportation of asbestos from 
the Province of Quebec to points in Ver- 
mont, from which points railroads trans- 
ported the asbestos to other points in the 
United States. 
It has long been settled that the com- 


e 


mission’s power to forbid unlawful rate 
discrimination is in no way diminished 
because the rates are published as joint 
through rates or combination through 
rates. 

This power, said the court, likewise 
is not lost merely because the particular 
transportation by railroads carrying 
goods in this country happens to be a 
continuation of carriage from another 
country. Otherwise the commission’s 
mandate to protect shippers against all 
undue discriminations would be frustrated 
with respect to rates that in part include 
payment for transportation that takes 
place in a foreign country. Porter Co., 
Inc. et al. v Central Vermont Railway, 
Inc. et al. 6 L ed 2d 284, 81 S Ct 1341. 


Commission Regulates Air-line Fares but Not Service 


N application by Avalon Air Trans- 

port, Inc., for authority to increase 
certain local intrastate passenger fares 
between Long Beach Harbor and Avalon 
Bay, between Los Angeles and Avalon 
Bay, and between Long Beach airport 
and Avalon Bay was granted by the Cali- 
fornia commission. Jurisdiction over air- 
lines, said the commission, includes the 


3 


regulation of intrastate fares of such 
carriers. 

Objection had been made to discon- 
tinuance of air-line service between certain 
points but the commission said it was 
without power to grant, withhold, or 
modify operating authority. Re Avalon 
Air Transport, Inc. Decision No. 62119, 
Application No. 43195, June 7, 1961. 


Improvement of Service or Disposal 
Of Property Required 


HE Missouri commission, after con- 

sidering complaints against service 
rendered by a small telephone exchange, 
where subscribers expressed a desire for 
service from nearby companies, ordered 
the company to improve its plant so as 
to render adequate service in its exchange 
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area or dispose of its properties to some 
telephone company which would be able 
to offer adequate service. The disposition 
of this property would be subject to ap 
proval by the commission. Kramm et al. 
v Forest Green Teleph. Co. et al. Case 
No. 14,628, June 9, 1961. 
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Refinancing Plan and Other Factors Affecting Cost of 
Capital Considered in Water Rate Case 


( en Connecticut commission approved 
an increase in rates in a smaller 
amount than that sought by a water com- 
pany. The rate base was predicated on 
original cost, less accrued depreciation 
and contributions and advances for con- 
struction, plus working capital and ma- 
terials and supplies. A return of 5.8 per 
cent was approved. 


Cost of Capital 


The company planned the issuance of 
additional securities mainly for the pur- 
pose of redeeming first mortgage bonds 
due January 1, 1964, which bore interest 
at the rate of 33 per cent. The company 
anticipated that it would be required to 
pay interest at the rate of 5} per cent on 
its new financing. The commission said 
that over two and one-half years prior to 
the time that currently outstanding bonds 
would be due the company proposed their 
redemption at a substantially higher in- 
terest rate. The commission thought that 
plans for refinancing of these bonds were 
premature, and in its evaluation of reve- 
nue requirements it gave no consideration 
to such refinancing. 

In computing the rate of return the 
commission included interest charged to 
construction, Such interest is computed 
on uncompleted construction as provided 
in the commission’s prescribed system of 


accounts and, therefore, should be in- 
cluded. 

The rates and charges authorized 
would provide the company with suffi- 
cient earnings to pay a dividend of at 
least 6 per cent on par value of its com- 
mon stock and have a remaining sum to 
go to surplus. The commission noted that 
the company’s president testified that it 
was management’s objective to pay out 
in dividends approximately 75 per cent 
of the amount of earnings available for 
common stock. But annual statutory re- 
ports disclosed no consistent policy had 
been followed in this respect. 


Increased Franchise Tax 


The commission made provision for an 
increase in the state franchise tax en- 
acted by the 1961 session of the general 
assembly. This tax is levied at the rate of 
4 per cent in lieu of the former rate of 
one and one-half per cent. The commis- 
sion concluded that consideration should 
be given to this additional tax, but it was 
not of the opinion that the additional tax 
burden should be passed on automatically 
to ratepayers in the form of higher rates 
by all public service companies without 
careful consideration of the effect of this 
tax upon the financial operations of each 
company. Re Mystic Valley Water Co. 
Docket No. 9992, June 21, 1961. 


e 


Higher Telephone Rates for Extended-area Service 


i fon Georgia commission, in separate 
proceedings, authorized Broxton 
Telephone Company and Douglas Tele- 
phone to increase rates after establish- 
ment of two-way extended-area service 
between the communities of Broxton and 
Douglas, The Broxton company was 


criticized for failure to maintain proper 
books and accounts. An audit by the com- 
mission staff disclosed that materials and 
labor costs in connection with the con- 
struction of new plant, also in connection 
with the maintenance of existing plant, 
were high in that these costs were ac- 
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counted for at the discretion of company The Douglas company was permitted to 
management by allocation without time increase rates which would provide a rate 
and material reports to support such al- of return of 6.9 per cent. The commission 
located costs. Operating expenses also ap- made several adjustments in the com- 
peared to be high in that expenses were pany’s figures, excluding from the rate 
charged on the basis of an allocation de- base leasehold improvements and making 
termined at the discretion of management a deduction for estimated deferred in- 
without proper records to support such come taxes occasioned by reason of ac- 
expenses. The commission said that when celerated tax depreciation as permitted 
proper books and accounts are not main- under § 177 of the Internal Revenue 
tained, the evidence presented in a Code. Re Broxton Teleph. Co. File No. 
financial proceeding is usually not con- 19379, Docket No. 1599-U, June 15, 
clusive, and such seemed to be the case 1961; Re Douglas Teleph. Co. File No. 
in this instance. An increase was granted 19332, Docket No. 1600-U, June 15, 
but in a smaller amount than requested. 1961. 


e 


Price Condition in Temporary Gas Producer Certificate 
Deemed Unjustified 


duci 


1 me U. S. court of appeals for the the petitioner was adversely affected by tions 
seventh circuit reversed and _ re- the imposition of a price condition pend- In 
manded a Federal Power Commission ing evidentiary proceedings relating to Gen 
order imposing a price condition upon the this question on the application for per- the 


award of a temporary gas producer cer- manent certification. If the upward price pose 
tificate without an evidentiary hearing adjustment should be approved in a sub- that 
on the requirements of the public interest. sequent proceeding the petitioner would is th 
The order complained of granted peti- be without recourse to recover revenues filing 
tioner, The Pure Oil Company, temporary of which it was deprived under the tem- price 
authority to sell natural gas to Michigan porary certificate order. prud 
Wisconsin Pipe Line Company subject Under these circumstances, said the relie 
to the condition that the upward Btu court, the petitioner was an aggrieved state 
adjustment clause of the sales contract party within the provisions of § 19(b) of that 
be eliminated. the Natural Gas Act. Absence of an evi- for. 
Pure Oil successfully argued that there dentiary record may have relevancy in ditio 
was no reasonable basis for the commis- determining the validity of the commis- on t 
sion’s action in reducing the contract sion’s action, but such absence does not ticul: 
price agreed upon by the parties. The deprive the court of jurisdiction to in- 
commission claimed, on the other hand, quire into the regularity of that action. 
that the order was not reviewable and, , : ; a 
further, that its issuance was proper in Justification for Price Condition 
that it was consistent with the commis- The commission claimed that the elimi- 
sion’s promulgated policy. nation of the upward Btu adjustment 
: i from the sales price of gas was in con- 
Reviewability of Order formity with its policy of establishing 
The court concluded that the order in area ceiling prices as promulgated in its 
issue was reviewable. It pointed out that Statement of General Policy No. 61-1 
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(35 PUR3d 195). The ceiling price there 
set forth for the area in question was 
17 cents per Mcf. 

The commission has authority to at- 
tach conditions to the issuance of a per- 
manent certificate for the sale of natural 
gas as required by public convenience and 
necessity, but the exercise of this au- 
thority must be supported by soundly 
based findings in the record. This power 
has been held to extend to temporary 
certificates issued upon summary pro- 
ceedings in emergency cases as provided 
in § 7(c) of the Natural Gas Act (30 
PUR3d 536). 

In the present case, however, the court 
did not believe that the record before the 
commission furnished a sufficient basis 
to warrant imposition of a condition re- 
ducing the initial price proposed by peti- 
tioner. 

In its opinion, the Statement of 
General Policy No. 61-1 did not justify 
the enforcement of the rate there pro- 
posed for the area in question. It observed 
that the primary concern of the statement 
is the adoption of a new method in rate 
filing determinations based on area ceiling 
prices rather than on the “original cost, 
prudent investment rate” base previously 
relied upon. The court believed that the 
statement reflected recognition of the fact 
that individual contract provisions, as, 
for example, Btu adjustments and con- 
ditions of delivery, must be considered 
on the question of rates for each par- 
ticular case. 


Conclusiveness of Area Ceiling Price 
Policy 
The court said that the price policy 


statement did not purport to preclude the 
possibility of a finding that a rate other 


than the area ceiling price might be in the 
public interest where the finding was 
based on an evidentiary record reflecting 
all pertinent factors. In the present case, 
there was no showing that the gas price 
agreed upon by The Pure Oil Company 
and its pipeline, and proposed by peti- 
tioner in its application for temporary 
authorization, fell within the categories 
as to which commission modification has 
received judicial approval as set forth in 
the CATCO case (29 PUR3d 70). 

In that case, it had been held that where 
the proposed price was not in keeping 
with the public interest, because it was 
out of line or because its approval might 
result in a triggering of general price 
rises or an increase in the applicant’s ex- 
isting rates by reason of “favored nation” 
clauses, the commission, in the exercise 
of its discretion, might attach such con- 
ditions as it believed necessary. 

The court concluded that, under the 
circumstances of this case, the commission 
had no authority to reduce the initial sales 
price as a condition to the granting of 
temporary authority. The proposed con- 
tract price was not patently against the 
public interest. Furthermore, enforcement 
of the condition pending evidentiary hear- 
ing would result in irremediable financial 
prejudice to the petitioner in case the 
initial proposed contract rate should re- 
ceive ultimate approval. 

The court pointed out that the tem- 
porary certification at the initial contract 
price could have been made subject to 
the condition that the company refund 
any amount received in excess of that 
ultimately found proper. This would have 
protected all interests pending a hearing. 
Pure Oil Co. v Federal Power Commis- 
sion, No. 13243, July 7, 1961. 
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Conductor Not Required on Single Pullman Car 


HE South Carolina supreme court 

invalidated a rule of the commission 
designed to require the maintenance of 
employees of the rank of conductor on 
dining and sleeping cars operated in the 
state, so far as it applied to single-car 
operations. The Pullman Company, in an 
effort to reduce operating expenses, 
sought to vacate the rule so that it might 
substitute porters in charge for conduc- 
tors, the saving resulting from the fact 
that porters are in a lower wage scale 
than conductors. The request was refused 
by the commission on the ground that the 
rule was necessary for the safety, con- 
venience, and comfort of passengers 


transported by the company. 

Single-car runs of the company carry a 
Pullman porter and a Pullman conductor. 
The passenger load on these runs is from 
four to eight persons. All Pullman em- 
ployees are under the control and super- 


vision of the train conductor, who has 
police powers. The police protection af- 
forded passengers would be the same with 
a porter in charge as with a Pullman 
conductor. 


e 


The court said that while several states 
formerly had rules similar to this one, 
according to the testimony all had elimi- 
nated them except the state of South 
Carolina. Operation of single-car runs 
with a porter in charge had proven satis- 
factory in other states. Porters placed in 
charge of Pullman cars are carefully 
selected, trained as to their duties, and 
experienced in handling passengers. The 
Pullman porter in charge can perform, on 
the car to which he is assigned, all of the 
duties performed by the Pullman con- 
ductor. 

In the light of the testimony concerning 
the large railroad passenger deficit, it 
appeared to be an economic necessity that 
expenses be reduced by the carriers where 
it is practicable to do so with reasonable 
regard to efficiency and the obligations 
owed to passengers. The court was con- 
vinced that imposition of this additional 
financial burden upon the Pullman Com- 
pany was not necessary for the safety, 
convenience, and comfort of passengers. 
Pullman Co. v South Carolina Pub. Serv- 
ice Commission et al. 120 SE2d 214. 


Court Upholds Commission Orders Directing Ratable 
Taking of Gas from Wells 


ig Kansas supreme court sustained 
an order of the commission directing 
Northern Natural Gas Company to take 
gas ratably from all wells in the Kansas 
Hugoton gas field in which its lines were 
connected, including gas wells owned by 
Republic Natural Gas Company, with 
which company it had a special contract 
as to the purchase of gas. The state laws 
were held to be sufficient to give the com- 
mission power to pass rules to insure the 
fair and equitable taking of natural gas 
from a common source, and in such an 
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attempt to provide for the ratable taking 
of natural gas by a purchaser. 

The court further decided that such an 
order did not impair the obligation of the 
contract between Northern and Republic. 
Northern, said the court, seemed to argue 
that the contract had established the cor- 
relative rights of the parties and that the 
state was powerless to prevent waste and 
drainage of gas as long as the monthly 
allowables are not unlawfully exceeded. 
Attention was directed to a provision of 
the contract to the effect that it was sub- 
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ject to all valid legislation and all present 
and future orders, rules, and regulations 
of duly constituted authority having 
jurisdiction. 

Northern also contended that the com- 
mission order impinges upon the author- 
ity of the Federal Power Commission 
under the Natural Gas Act. The court 
said it was well aware that Northern is 
engaged in the transportation and sale of 
natural gas in interstate commerce by 
pipeline. It did not believe, however, that 
the matters dealt with in this case affected 
interstate transportation or sale in any 
respect. The matters pertained to pro- 
duction and gathering of natural gas. 

It was emphasized that the commis- 
sion’s order did not direct Northern as to 
the amount of gas which it should take, 
but only directed that the amount North- 
ern needs shall be taken ratably from all 
the gas wells which Northern serves. 


e 


Northern agreed that it could do this but 
said it would have to give up its con- 
tracted preference to Republic wells. 
Northern Nat. Gas Co. v Kansas State 
Corp. Commission, 362 P2d 599. 


Rule Directed at Purchasers Also Upheld 


The court, in a companion case, upheld 
the authority of the commission to 
promulgate a rule to regulate the produc- 
tion of natural gas in such a manner as 
to require all gas purchasing companies 
to take natural gas ratable from all wells 
within the same common source of supply 
to which each is connected. The rule in- 
volved in this case was directed to gas 
purchasers rather than gas producers, re- 
quiring them to purchase ratable from all 
wells within the common source of supply 
to which each purchaser is connected. 
Northern Nat. Gas Co. v Kansas State 
Corp. Commission, 362 P2d 609. 


Elimination of Services No Longer Needed 


iL hw Nebraska supreme court reversed 
a commission order denying a rail- 
road’s application for authority to dualize 
two station agencies. The court expressed 
its views on the underlying factors. The 
court said that when an application is 
made by a railroad to discontinue an 
existing service operating at a loss the 
primary question to be determined is the 
public need therefor. It was said to be 
the duty of a carrier to seek the aid of 
regulatory agencies to permit the elimina- 
tion of those services and facilities that 
are no longer needed or used by the pub- 
lic to any substantial extent. 

The matter of time necessary to devote 
to the performance of duties by station 
agents, whose agencies are sought to be 
combined, is a matter of importance in 


z 


determining whether or not the commis- 
sion has acted arbitrarily and unreason- 
ably. Unless public necessity requires, 
the discretion of a railroad company in 
establishing a dual agency should not be 
interfered with by the commission, and 
where the undisputed evidence shows that 
the essential needs of a community can be 
served as a part of a dual agency, an 
order denying an application for the es- 
tablishment of such an agency is arbitrary 
and unreasonable. 

When it is sought to discontinue or 
modify services, there must be considered 
the question of expense to the company, 
the volume of business done, the com- 
munity need, the revenue return, and the 
relative benefit to the public. Re Chicago, 
B. & Q. R. Co. 109 NW2d 369. 
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Reduction in Carrier Rate Is Based on Shipper’s 
High Usage of Equipment 


HE Oregon commissioner authorized, 
as an experimental rate, a rate re- 
duction for the transportation of bulk 
petroleum products in the Coos Bay area, 
proposed by a number of intrastate motor 
carriers on the basis of high usage of 
equipment by a shipper. Since the reduced 
rate is considered by the commissioner 
to be an experimental rate, it will expire 
in one year and be subject to review. 
For 350 to 400 hours of use of a par- 
ticular piece of equipment, the new rate 
is 91 per cent of the regular applicable 
tariff rates plus an additional charge for 
each hour less than 400 but not less than 
350. For 400 hours or more, 91 per cent 
of the regular tariff rate is applied. In 
order to obtain this rate, the shipper must 
indicate his intention in writing prior to 
transportation and designate a particular 
period of a designated calendar month 
for the application of the rate. Moreover, 
all charges must be prepaid on a basis 
of 400 hours’ projected use of an identi- 
fied unit of equipment. The hours of use 
are measured from the time the equip- 
ment leaves the carrier’s terminal until 
it returns. 


Forestalling Private Carriage 


The carriers proposed the rate reduc- 
tion in order to forestall the threatened 
institution of private carriage. By in- 
creasing the use of equipment, economies 
could be effected and the proposed rate 


reduction offered without destroying an 
already narrow profit margin. 

The volume and type of traffic lends 
itself to the proposal. Transportation of 
petroleum products is not generally of an 
emergency nature, and shipments can be 
scheduled two or three days in advance. 
Equipment will be at the disposal of an 
electing shipper for 400 hours during any 
one month, and when it is not being used 
by the principal shipper it will be avail- 
able for other use. 


Nondtscriminatory Rate 


The commissioner found the proposed 
rate just and reasonable, not prejudicial, 
preferential, or discriminatory. It will not 
unduly favor any shipper. Opponents of 
the rate reduction indicated that it will 
prejudice the smaller truck lines which 
are not able to offer the service under the 
proposal, The commissioner pointed out 
that the statute does not prohibit rates 
because of the effect they might have on 
carriers unable to render the service. 

It was further argued, in opposition, 
that the rate might spread to other com- 
modities in the area. To base a determina- 
tion of this rate upon a projection to an- 
other commodity or another area, said 
the commissioner, would amount to a 
prejudgment on a matter not at issue. Re 
Rates for Motor Carriers, Order No. 
37382, Tariff Docket 345—Sub 1, April 
20, 1961. 





Other Recent Rulings 


Review of Moot Questions. The U. S. 
court of appeals refused to dismiss as 
moot an appeal from an order enjoining 
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abandonment of a railroad until permitted 
by the ICC, where the injunction had 
been conditioned upon the giving of a 
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bond to cover appellant’s losses if a per- 
manent injunction was found to be im- 
proper, and where, on appeal, appellant’s 
right to recover on such a bond would be 
determined. Meyers v Jay Street Con- 
necting Railroad, 288 F2d 356. 


Full Commission Hearings. The U. S. 
district court held that a party before 
the Interstate Commerce Commission 
was not deprived of a full hearing by 
reason of the absence of one of three 
commissioners. Northern Valley Transfer 
v Interstate Commerce Commission, 192 
F Supp 600. 


Unenforceable Contract. The California 
district court of appeal held that a con- 
tract allowing a city to repossess the elec- 
tric system which it had leased to an 
electric company without the payment of 
compensation to the company for the 
reasonable cost of material, equipment, 
and structures installed by the company 
if the company should charge higher rates 
than those charged by another city is un- 
enforceable, since such a contract tends 
to put undue pressure on the electric com- 
pany to induce it to maintain rates even 
at the expense of its public duties to 
others and results in a forfeiture con- 
trary to public policy. City of Vernon v 
Southern California Edison Co. 12 Cal 
Rptr 701. 


Duty of Public District to Serve. A 
Missouri court ruled that a public water 
supply district did not have an absolute 
duty to serve all inhabitants of the dis- 
trict with the amount of water requested, 
but that the board of directors might rc- 
fuse to furnish water to an applicant in 
the quantity requested provided such de- 
cision is not arbitrarily arrived at as a 


result of fraud or caprice or in an effort , 


to discriminate. Filger et al. v Public 


Water Supply Dist. No. 1 of Clay Coun- 
ty, 346 SW2d 567. 


Carrier Service for New Industry. In 
affirming an order authorizing a class 
D motor carrier to transport property 
for a new brick company, the superior 
court of Pennsylvania held that if the 
evidence leads the commission to con- 
clude with reasonable certainty that a 
new industry will have certain shipping 
requirements, it may act upon that indi- 
cated future need rather than force the 
industry to suffer through months or 
years of unsatisfactory and inadequate 
shipping service in order to demonstrate 
the need. Highway Express Lines v 
Pennsylvania Pub. Utility Commission, 
169 A2d 798. 


Rate Base Deductions. The supreme 
court of Wisconsin held that the com- 
mission had erred in deducting from a 
transit company’s rate base 60 per cent 
of the cost of car shops which had that 
amount of excess capacity because of the 
conversion from streetcars to trackless 
trolleys and buses, where, at the time of 
their acquisition, the shops were needed 
in the transit operations and there was 
no “unreasonable extension” of the com- 
pany’s investment. Milwaukee & Sub- 
urban Transport Corp. v Wisconsin Pub. 
Service Commission, 108 NW2d 729. 


Gas Producer Rate of Return, Al- 
though the Federal Power Commission 
regarded a rate return of 14 per cent 
as high for a small independent natural 
gas producer, it nevertheless declined to 
overturn an examiner’s allowance of this 
rate where it was based on testimony of 
the commission staff that the zone of 
reasonableness in the circumstances of 
this particular case ranged from 9 to 14 
per cent; and this return, moreover, was 
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allowed on nonproductive properties used 
for exploration and development. Re 
Glassell et al. Docket No. G-9278, June 
1, 1961. 


Jurisdiction over Sewerage Disposal 
System. The New Mexico commission 
held that although the Public Utility Act 
does not specifically give it jurisdiction 
over separate sewer systems, as such, it 
does have jurisdiction over such a system 
which is used to distribute and supply 
water to or for the public as a part of the 
company’s overall water system, and it is 
impossible to separate the water correc- 
tion function from the waste water dis- 
posal function of this portion of a water 
company’s facilities. Re Paradise Services 
Corp. Case No. 581, May 23, 1961. 


Competing Service. The New Jersey 
commission found it in the public inter- 
est to approve a new water franchise to 
a petitioner, even though a franchise for 
the same general area had previously been 
granted to an objecting company, where 
the objector had no facilities in the par- 
ticular area which the petitioner proposed 
to serve (and was actually already serv- 
ing), and where the objector had not been 
able to serve the particular area and was 
having difficulty serving its present cus- 
tomers. Re Mystic Isles Water Co., Inc. 
Docket No. 614-275, June 8, 1961. 


Competition Allowed. The Colorado 
commission granted a large motor car- 
rier authority to haul material through 
the state for a new plant, notwithstand- 
ing the protest of a smaller carrier which 
was authorized to operate in the same 
area, where the latter did not have the 
necessary capital, finances, or equipment 
to conduct the proposed service, whereas 
the applicant was ready, willing, and able. 


Re Rio Grande Motor Way, Inc. Deci- 
sion No. 56593, Application No. 18369, 
June 9, 1961. 


Electric Bond Issue. The Federal 
Power Commission authorized an electric 
company to offer for private placement 
one million dollars of first mortgage 30- 
year bonds at a cost of money of 54 per 
cent, in order to obtain funds for addi- 
tions and improvements. Re Black Hills 
Power & Light Co. Docket No. E-6996, 
June 21, 1961. 


Stock Not Proper Rate Base. The 
Montana commission authorized an in- 
crease in water rates for a development 
association to produce a return of 6 per 
cent, but used original cost depreciated 
as the rate base rather than the appli- 
cant’s proposal that the rate base be de- 
termined by adding capital stock issued 
and loans to the association from stock- 
holders. Re Highland Park Develop. 
Asso. Docket No. 4989, Order No. 2868, 
June 7, 1961. 


Water Rates on Use-and-demand 
Basis. The Montana commission, in au- 
thorizing an increase in water rates, de- 
cided that the rates should be set on a 
use-and-demand basis, and it allowed a 
return of 6 per cent. Re Forest Park 
Water Corp. Docket No, 4990, Order 
No. 2869, June 7, 1961. 


Preferred Stock Issue. The Federal 
Power Commission authorized an electric 
company to issue one million dollars of 
54 per cent preferred stock, par value 
$100, for private placement, with re- 
uemption provisions and an annual sink- 
ing-fund requirement. Re Northwestern 
Pub. Service Co. Docket No. E-6987, 
June 21, 1961. 
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Brochure Being Offered 
Honeywell 400 Computer 


INEAPOLIS - HONEY- 
L’s Electronic Data Processing 
on is ollering a new brochure, 
Better [}usiness Control,” out- 
b the applications and specifica- 
of the medium-scale Honeywell 
omputet 
e brochure points out that the 
well 400 “supplies more data 
sing per dollar than any other 
nin its size and price range.” 
scribes the many applications in 
the high-speed computer can 
f more streamlined control to 
ess record-keeping and cut the 
of handling paperwork. 
tomatic programming aids and 
fcations of the Honeywell 400 
m components are listed. 
t copies of the brochure write to 
eapolis - loneywell Regulator 
pany, Electronic Data Processing 


ion, Wellesley Hills 81, Mass. 


New Jersey Utilities Join in 
ped Storage Hydro Project 
SEY Ce 


any rece: 


ral Power and Light 
tly filed with the Fed- 
ower Commission at Washing- 
D.C. a “Declaration of Inten- 
regarding the Yards Creek 
ped Steage, Hydro - Electric 
ect. Pub’ - Service Electric and 
Lompan: will participate with 
ty Centra. in the project, a 300,- 
kilowatt <:pacity power plant in 
vnship. 
is being designed to 
vith the proposed de- 
the Delaware river 
y are built, and also 
1 the state of New 
plans for the sup- 
vater from the Dela- 
i additional diversions 
ry. Public Service is 
with Jersey Central 
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of the output produced by the hydro- 
electric plant would be made available 
to its customers. 

Donald C. Luce, president of Pub- 
lic Service, said: “This is an out- 
standing example of co-operation 
between investor-owned companies. 
Both Public Service and Jersey Cen- 
tral are aware of the growing de- 
mands for services and this project 
will add to the reservoir of electric 
power that will be needed as New 
Jersey strides ahead and continues 
its long history of economic 
growth.” 

Pumped-storage power develop- 
ment has not been used extensively 
in the United States, but where 
feasible it is an economical way to 
augment the capacity of large power 
systems. The Yards Creek Project 
would use an upper reservoir atop 
Kittatinny Mountain and a_ lower 
reservoir on Yards Creek, each with 
a storage capacity of more than 
1,000 million gallons of water. The 
reservoirs will be connected by a con- 
tinuous water passage including re- 
versible pump turbines. The latter 
would use off-peak (night-time and 
weekend) electric energy to pump 
water from the lower to the upper 
reservoir. This water would be re- 
leased through the pump turbines to 
produce electric energy during hours 
of heavy usage and returned to the 
lower reservoir for subsequent pump- 
ing back to the upper reservoir. 

It is hoped to have the Yards Creek 
Project ready for operation by the 


end of 1964. 


No Type Bars, No Movable 
Carriage on New IBM Typewriter 


AN electric typewriter without type 
bars or a movable carriage was an- 
nounced recently by International 
3usiness Machines Corporation. 
The revolutionary typewriter types 
by means of a single sphere-shaped 
element bearing all alphabetic char- 





acters, numbers and punctuation sym- 
bols. The need for type bars has been 
eliminated. 

The new product of the company’s 
Electric Typewriter Division, called 
the IBM “Selectric,” was placed on 
the market recently. 

As the typist types on the conven- 
tional keyboard, the sphere-shaped 
element moves from left to right on 
its carrier across the paper as it 
selects and types the desired character 
or symbol. The motion of the element 
eliminates the need for a movable 
carriage. 

The announcement was made at 
a press conference by the Division’s 
general manager, Gordon M. Moodie, 
who said, “The IBM Selectric 
ts the result of a number of years of 
intensive research and development 
effort by our engineers, and repre- 
sents an entirely new approach to 
typewriter design and function. Add- 
ing it to our existing line enables us 
to offer our customers and prospects 
a wider range of typewriters incor- 
porating innovations to better fulfill 
their needs.” 

A “selective stroke storage system” 
incorporated in the new machine in- 
creases typists’ speed and accuracy. 
If two characters are struck nearly 
simultaneously, only the first is typed, 
while the system automatically stores 
the other for a split second, and then 
types it immediately. According to 
the announcement, this system and the 
other mechanical capabilities of the 
Selectric make available to the typist 
more useful typing speed than is 
available on conventional machines. 


Work Moving Fast on Canada 
Gas Pipeline 
CONSTRUCTION of the $300 mil- 
lion Alberta-California natural gas 
pipeline has passed the half-way 
mark and is ahead of schedule in most 
sections, Pacific Gas and Electric 
(Continued on page 16) 
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Company President Norman R. Suth- 
erland said recently. 

Major segments of the 1,400-mile 
pipeline in California, Oregon, Wash- 
ington, Idaho, British Columbia and 
Alberta have been installed and work 
is coming along well, Mr. Suther- 
land said. 

“We expect that the pipeline will 
be ready for deliveries to California 
in November, as planned,” the PG&E 
president said. 

More than 4,000 men are at work 
building the 36-inch-diameter pipe- 
line. The line will carry Canadian 
natural gas to Northern and Central 
California consumers. 

Pacific Gas and Electric Company 
is building the California section of 
the pipeline system, Pacific Gas 
Transmission Company the Oregon- 
Washington - Idaho section, Alberta 
Natural Gas Company the British 
Columbia section and The Alberta 
Gas Trunk Line Company Limited 
the Alberta section. 


Gulf Power's New Plant to Be 
Named After Lansing Smith 


GULF Power Company’s newest and 
ultimately, its largest steam electric 
generating station, which is now be- 
ing built on St. Andrews Bay at 
Panama City, Florida, will bear the 
name “Lansing Smith Steam Plant.” 

The company’s board of directors, 
meeting in Pensacola recently passed 
a resolution naming the plant after 
Lansing T. Smith, retiring president 
of the Gulf Power Company and vet- 
eran of 42 years service in the elec- 
tric utility industry. 

The resolution, introduced by 
M. G. Nelson of Panama City, spe- 
cifically refers to the substantial 
growth of the company under Mr. 
Smith’s guidance and calls attention 
to his many contributions to the elec- 
trical industry and to the economic 
progress of Northwest Florida. 

In their decision to name the plant 
in honor of Mr. Smith the directors 
declared that they were following 
a precedent established about 10 
years ago by the operating companies 
in the Southern Company system of 
naming their principal generating sta- 
tions after members of the organiza- 
tion with long and distinguished rec- 
ords of service in the development 
of the system. 

In 1954 Gulf’s directors named the 
generating station located on the Es- 
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cambia River north of Pensacola in 
honor of James F. Crist, former 
Gulf Power president and now ex- 
ecutive vice-president of The South- 
ern Company. At the same time the 
company’s other generating station 
on the Apalachicola river near Chat- 
tahoochee, Florida was named “Scholz 
Steam Plant’ after Herbert J. 
Scholz, former president of South- 
ern Services, Inc. This firm, a mu- 
tual service organization owned joint- 
ly by Gulf Power and its affiliated 
operating companies, was responsible 
for the planning and design of both 
stations. 


General Electric Realigns 
Microwave Organization 


GENERAL Electric’s }Communica- 
tion Products Department, Lynch- 
burg, Virginia, has realigned its micro- 
wave organization, creating several 
new functions and positions. 

G. R. Petersen, the department’s 
marketing manager, said Walter E. 
Sutter, previously General Electric’s 
national microwave sales manager, 
has been named manager of Micro- 
wave Systems Sales and Service. 

Mr. Sutter will have responsibility 
for co-ordinating all marketing activi- 
ties relating to microwave, including 
headquarters and field sales, systems 
engineering and customer services. 
He will have similar responsibility 
for Carrier-Multiplex and Data 
Kquipment. 

Mr. Petersen said the new organ- 
ization strengthens General Electric’s 
“complete system” concept, giving one 
group complete responsibility for all 
phases of a microwave contract from 
the time the order is signed through 
the maintenance period after the 
equipment goes on the air. 

He said that recent large contracts 
received by General Electric, some 
in the multi-million dollar category, 
have made the new structure neces- 
sary. 


MSI Bulletin Describes Digital 
Data System for Electric 
Utilities 
MSI bulletin 7110, 2-pages, 2-colors, 
gives complete information on Digital 
Recording System for measurement 
of important variables such as voltage, 
demand, wattage, var, and tempera- 
ture quantities at remote electric util- 
ity sub-stations and telemetering of 
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PHILCO 
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York Telephone Orders Seventeen Optical 
srs From Farrington Electronics 
ingle order for Farrington Optical Scan- 
‘onic reading machines in all—has been 
irrington Electronics, Inc., by the New 
ie Company of New York City, it was 
ntly. 
cal scanners are already in production 
expected to come off the assembly line 
weeks, William M. Tetrick, president 
Farrington Manufacturing Company, 


s will be placed in operation by the New 
ie Company in its 17 accounting districts 
w York state. A pilot Farrington scan- 
n operation in the Jamaica, Long Island 
mpany since October, 1960. 
York Telephone Company has developed 
ind collection system and has found that 
iptical Scanners meet the exact require- 
stage of the system, the announcement 
new equipment will be employed to pro- 
ppunched cards for customer accounting. The scan- 
will read perforated paper payment stubs returned 
ustomers and the pertinent data read will be auto- 
ically converted into a punched card record of the 
ment. 
arrington Optical Scanners were first used by the 
hone industry three years ago. They replaced a 
wal punching operation required to translate 
ted matter into business machine language-——in this 
,punched cards—for data processing and computer 


fr. Tetrick said that 45 Farrington Optical Scanners 
¢ only such reading machines in commercial opera- 
are being employed by U.S. and Canadian firms 
he utility, oil, banking, insurance, wholesale and 
ishing industries. The New York Telephone Com- 
order of 17 scanners is more than a third of 
e presently in use. 
ost common employment of optical scanning equip- 
tin the telephone industry as in the utility field in 
ral is in the handling of “turnaround”? documents 
as stubs which return to the company’s accounting 
tment with payments rendered. With the optical 
ning of these turnaround documents in conjunction 
other Cita processing equipment, the entire ac- 
tng procedure is completely automated. 


| National Youth Conference on the Atom 
0 be t'eld in Chicago, November 9-1 | 
IF 50 + vestor-owned electric utility companies 
ighout tl. United States are expected to send more 
‘0 hig! school science students and their teachers 
itional Youth Conference on the Atom, 
pheld at ¢ Palmer House in Chicago from Thurs- 
through iturday, November 9-11. 
hch elect: - company will sponsor a delegation of 
school ‘udents who have excelled in. science. 
¢ studer and their teachers are chosen by local 
Rion of als through competitive examination, 
astic a evements, or some other acceptable 
ards, a1: are then sent to Chicago as guests of 
local ele. :rie company. 
€ purp of the National Youth Conference on 
hom, “is to present to a group of the nation’s most 
(Continued on page 18) 





NEED TO 
IMPROVE 
YOUR RATE 
STRUCTURE 


A properly designed rate structure can help offset 
the effects of inflation and the need for frequent 
rate increases. 

Commonwealth rate consultants draw on experi- 
ence in many similar cases to help your staff pre- 
pare the best rate program for your special needs, 
including: 

Rate structure development. 

Cost of service analyses. 

Load research programs. 

Industry information and practices. 

Rate administration programs. 

Expert testimony. 

Research and analysis of economic, commercial 
and engineering developments affecting rates. 
Studies involving rate base and rate of return. 


Commonwealth 


ASSOCIATES INC. 


Professional Engineers 


SERVICES INC. 


Management Consultants 
New York,N. Y. Jackson, Michigan 


Houston, Texas Washington, D. C. 
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able high school science students and 
teachers an authoritative and inspir- 
ing picture of the points of the peace- 
ful atom in its various applications, 
and to help advance interest in the 
study of science in the United States.” 

The 1961 Conference is co-spon- 
sored by the National Science Teach- 

“ ers Association and the Future Scien- 
tists of America Foundation. No less 
than 14 other prominent national 
scientific and academic organizations 
and institutions are supporting the 
conference. These include: American 
Association for the Advancement of 
Science; American Nuclear Society; 
American Institute of Physics; Ar- 
gonne National Laboratory; Armour 
Research Foundation; Atomic Ener- 
gy Commission; Atomic Industrial 
Forum; Brookhaven National Lab- 
oratory; Illinois Institute of Tech- 
nology; Museum of Science and In- 
dustry; National Aeronautics and 
Space Administration; Northwestern 
University; Science Clubs of Amer- 
ica; and The University of Chicago. 

The Conference has been endorsed 
by the United States Commissioner 
of Education. 

Speakers at the Conference on the 
Atom include some of the most prom- 
inent scientists and educators in 
America and the world. 










Honeywell's EDP Division 
Establishes Top-level Automatic 
Programming Group 
FORMATION of a new division 
with sole responsibility for the design 
end development of automatic pro- 
gramming systems for Minneapolis- 
Honeywell computers has been an- 
nounced by the company’s Electronic 

Data Processing division. 

Walter W. Finke, EDP division 
president, said the new unit, to be 
known as the Programming Systems 
division, has been established in rec- 
ognition of the increasingly vital role 
that automatic programming is play- 
ing in the current development of 
the electronic data processing industry. 

He said the Programming Systems 
division will have equal status with 
EDP’s Marketing, Engineering and 
Manufacturing divisions. 

Mr. Finke announced the appoint- 
ment of Dr. Joseph H. Levin as direc- 
tor of the Programming Systems divi- 
sion. Dr. Levin, who has had a broad 
experience in computer svstems, ap- 
plications and programming, previ- 
ously had been director of systems 
analysis for the EDP division. 
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“Honeywell’s EDP division now 
has over 150 people engaged in de- 
velopment of automatic programming 
aids,’ Mr. Finke said. “We have in- 
vested very substantial sums in crea- 
tion of one of the industry’s most 
sophisticated ‘software packages’. 
This will be a continuing project as 
we work toward steady further im- 
provement of our products in this 
area. 

“Development of efficient automatic 
programming systems is one of the 
greatest challenges facing computer 
manufacturers today. The enormous 
cost and effort involved in program- 
ming computers has been a serious 
drag on the industry’s growth. Auto- 
matic programming may well prove to 
be the most powerful stimulant to the 
future expansion of EDP since the 
advent of transistorized computers.” 


Pacific Lighting Plans to 
Construct 24-mile Pipeline 


APPROVAL to construct a 24-mile 


‘natural gas pipeline from Gaviota to 


Goleta in Santa Barbara County at a 
cost of more than $1,740,000 is being 
sought by Pacific Lighting Gas Sup- 
ply Co., Los Angeles, California. 

The company filed an application 
with the California Public Utilities 
Commission for a certificate of public 
convenience and necessity to construct 
and operate the line. 

The proposed  16-inch-diameter 
transmission artery would take natural 
gas produced from wells offshore in 
the Gaviota area and move it to Goleta, 
either into P.L.G.S.’s Goleta under- 
ground storage field, or for direct de- 
livery to its distribution affiliates: 
Southern California and Southern 
Counties Gas Companies. 

The proposed pipeline will handle 
gas purchased by P.L.G.S. from three 
oil companies which are operating off- 
shore drilling wells on five different 
parcels in the Gaviota area. 

Pending approval from the P.U.C., 
the gas company expects construction 
on the line to start about September 
Ist, with the pipeline to be ready for 
operation by December Ist. 


Kentucky Utilities Leads 
In Safety Awards 


THREE safety agencies—the Nation- 
al Safety Council, Bureau of Safety 
and Edison Electric Institute—grant- 
ed Kentucky Utilities Company a 
total of 25 awards covering various 
safety achievements during 1960 and 
the first half of 1961. This puts K.U. 


in first place in the number of ay 


received during the 18 


month pe 


according to the agencies’ records 


Among the awards 


presented 


recent division manages’ meeti; 


Lexington were: 

Ten from the N 
Council—seven award: 
public utilities contest : 


award of honor; the N 
award and the only o: 


electric utility in 1960. 
Seven from the | 
Institute—six safety 
awards and an injury 
duction award, and ~ 
Eight from the Bu: 
—seven achievement 
injury frequency redu 
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the best motor vehicle 


vention record and the 


accident 


Tyrone Pq 


Plant for the highest standing in 
ployee and motor vehicle safety am 
the K.U. generating stations. 


It was pointed out thi 
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a fatality and only three acci 
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from work. 


Texas Eastern Transmissio 


TEXAS Eastern Tran 


poration has started « 
the initial phase of a 
gram to expand the 

capacity of the natural 
225 million cubic feet 
Orville S. Carpenter, 

first phase will expand 
108.8 million cubic fee 
construction of 330 mil 
line, construction of « 
horsepower compress 
Louisiana and_additi 
horsepower at various 
on the company’s sys! 
phase of construction 
estimated $54 milliot 
completed around No: 
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itinues to be made on 
oal pipeline to the East 
e company is planning 
msolidation Coal Com- 
‘penter said. Substan- 

has been gained by 
gical developments in 
zation. 


iclear Plant To 

ew Advances in 
Nater Reactor 
chnology 

<ilowatt nuclear power 
acific Gas & Electric 
itly announced it will 
xa Bay will incorpor- 
nces in boiling water 
i iogy developed by Gen- 
'. Atomic Power Equip- 
iment (APED), San 


Boiling 


: 325,00! 


cording to APED general man- 
George White, the nuclear sys- 
for the l}odega Bay plant will 
wre the largest single-cycle boil- 
water reactor ever built and will 
impler, more compact, more eco- 
ical and more flexible than earlier 
tor designs. 

PED will design and supply the 
or, associated nuclear steam sup- 
equipment and nuclear fuel ele- 
ts for the plant. 

he initial fuel loading of about 
000 pounds of uranium dioxide 
be fabricated into stainless steel 
rods and assembled into 592 fuel 
les at \PED’s San Jose fuel 
ities. Average life of the first 
will be «out three and one-half 


of the $61-million 
cated on the Sonoma 
bout 50 miles north of 
is expected to start in 
It is scheduled for 
- in 1965. 

‘rs said that the Bo- 
t reactor will incorpo- 
‘ignific t advances over pre- 
§ boilin. water reactor designs. 
ign is based on operat- 
»btained at the APED- 
‘ilowatt Dresden Nu- 
station, presently this 
st atomic power plant, 
sults of research and 
ctivities conducted at 
t PG&E’s fossil-fueled 

power station. 
‘ements, they said, en- 
hings as improvement 
echniques and criteria, 
{ improved instrumen- 
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tation systems, and development of 
high-performance internal steam sep- 
arators. 

A major feature of the new atomic 
plant will be use of a technically ad- 
vanced, more economical method of 
reactor containment, known as pres- 
sure suppression, which APED and 
PG&E developed for PG&E’s Hum- 
boldt Bay Power Plant Nuclear Unit, 
now under construction near Eu- 
reka, Calif. 

The Humboldt Bay nuclear unit, 
which incorporates an APED-de- 
signed boiling water reactor, will have 
an initial electrical output of 50,000- 
kilowatts. It is expected to begin op- 
eration in the summer of 1962. 

In the pressure suppression sys- 
tem, the reactor pressure vessel is 
enclosed in a “dry well” directly con- 
nected to a pool of water, or “heat 
sink,” by a series of pipes. In the un- 
likely event of a rupture in the reactor 
pressure vessel system, heat from the 
escaping steam and water would be 
absorbed in the water pool. The water 
pool would also serve as a retention 
basin for any radioactive fission prod- 
ucts that might be released. 

Pressure suppression containment 
thus eliminates the need for the con- 
tainment sphere or capsule which, 
prior to Humboldt Bay, had become 
the symbol of nuclear power stations. 

The increased safety of this sys- 
tem has been well established by a 
series of exhaustive tests conducted 
by PG&E and APED over the past 
two years at Moss Landing. 

According to Mr. White, elimina- 
tion of the containment sphere, cou- 
pled with internal steam separators 
developed by General Electric, ma- 
terially reduces plant construction 
and capital costs by providing an ex- 
tremely compact plant arrangement. 

The Bodega Bay plant will be the 
third atomic project in which PG&E 
and General Electric have worked to- 
gether. 

In addition to working together 
closely on the design of the Hum- 
boldt Bay nuclear unit, General Elec- 
tric and PG&E also have jointly op- 
erated the Vallecitos Atomic Power 
Plant since 1957. This pioneer nu- 
clear plant, located at APED’s Valle- 
citos Atomic Laboratory near Pleas- 
anton, Calif., produced this country’s 
first privately financed atomic-electric 
power. This plant, which consists of 
G.E.’s developmental Vallecitos Boil- 
ing Water Reactor and a PG&E tur- 
bine-generator unit, produces 5,000 
kilowatts of electricity for distribu- 
tion by PG&E in northern California. 








STOP 
ROOF DECAY 
THIS LOW 
COST WAY 


USE IMPROVED 
OSMOSE 
POLE TOPPERS 


Fungus decay, plus shrinking-swell- 
ing, freezing-thawing of moisture, 
can wreak havoc with your pole tops. 
And the damage can quickly extend 
right down to the crossarm area to 
cause expensive replacement of the 
whole pole. Why invite trouble? Take 
positive action now for long-lasting 
pole top protection. 


The OSMOSE Pole Topper is a 
thick, reinforced cap. Applied with 
special 10% penta Pole Topper 
Fluid, it provides many years of 
extra “top life.” Comes as a simple 
do-it-yourself unit. Lightweight, 
easy to carry and clean to handle. 
Can be applied in only one minute. 
Fits snug and will not crack or peel. 
For use on new and salvage poles in 
the yard, as well as standing poles. 


OSMOSE Pole Toppers can be ap- 
plied under contract or by your own 
linemen. Keep a supply on every line 
truck as standard equipment. For 
complete details, including special 
Pole Topper Fluid, write: Osmose 
Wood Preserving Cp. of America, 
Inc., 978 Ellicott St., Buffalo 9, N.Y. 
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lf your problem concerns v T iL ITY RATE Ss f 


you will want these two companion volumes 


Preparing 
for the 
Utility 

Rate Case 


by Francis X. Welch, 

B. Litt., LL. B., LL. M. 
320 pages 
Price $10 


MONG the values of this compilation of experiences 

taken from the records of actual rate cases, are the 

reviews of methods and procedures, which have been 
found helpful in — 


> simplifying and speeding up rate 
case groundwork : 
> saving time and expense of participants 
> cutting down “lag losses” 
& increasing the confidence of investors 


all of which are in the public interest. 


The volume does not offer a program of standardized 
procedures for rate case preparation, but reviews the 
plain and practical methods that have been used. 


The chapter headings indicate the coverage: 


The Birth of the Utility Rate Case 
Public Relations and the Rate Case 
The Birth of Utility Company Rate Opposition 
The Nature of the Utility Rate Proceeding 
Events Leading Up to the Rate Case 
Selection and Function of the Attorney 
The Grand Strategy of the Rate Case 
The Mechanics of Rate Case Preparation 
Proof of the Rate Base 
The Completed Rate Base—Overheads, Land, 
Depreciation, Working Capital 
Completing the Rate Base; Working Capital 
Operating Expenses 
wa me Expenses, Continued— 
An Depreciation 
The Rate of Return 
Rate Adjustments—Allocations 





Conduct 
of the 
Utility 

Rate Case 


by Francis X. Welch, 

B. 0404. U6. B., Gh. MM. 
4b) pages 
Price $12.50 


HIS companion volume deals with those »rocedural 

matters which come after the preparatory stages of 
the rate case. It presents for the first time the practical 
problems of conducting the case — 


> filing the application 
> introducing the evidence 


» examining the witnesses, etc. 


In fact, it explains the time-saving and effective ways of 
making the step-by-step progress toward the rate decision, 
including information concerning the requirements for 
appeal and review. 


Here are the chapter headings: 


Assisting In the Rate Case Preparation 

The Formal Approach to the Rate Case 

The Attorney-Client Relationship 

Preparing The Petition or Application 
Preparing the Testimony 

Parties—Rate Complaints—Rate Investigations 


Negotiations Before Hearing— 
Prehearing Proceedings 


Setting and Opening The Hearing 
Examination In Chief 
Cross-Examination and Rebuttal 
Evidence in a Rate Case 


The Case for Complainants or Rate 
Increase Protestants 


The Expert Witness 
Motions, Interlocutory Procedures, Argt:ments, 
Briefs and Decisions 


Appeal and Review 


Never before has anyone attempted to bring together, in relatively small compass, a cor: parable 


exposition and guide. 


PUBLIC UTILITIES REPORTS, INC., Publishers 
NEW BOOK DEPARTMENT 


SUITE 332, PENNSYLVANIA BUILDING . 
423 THIRTEENTH STREET, N. W. 
WASHINGTON 4, D. C. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, accountants, rate ex- 
perts, consultants, and others equipped to serve utilities in all 
matters relating to rate questions, appraisals, valuations, special 
reports, investigations, financing, design, and construction. 








AMERICAN 
SUPPORTABLE EVIDENCE iN=5-)-FNT NE 
For whatever purpose, American Appraisal provides COMPANY 
authoritative valuations and experienced interpretation SINCE 13896 


that is generally acceptable throughout the world. Home Office: 525 E. MICHIGAN ST. 
MILWAUKEE 1, WISCONSIN 
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BELNIE cnainczrinc’ constavcrion  wseacenenn 


Studies + Reports + Design » Procurement 
SAN FRANCISCO - Los Angeles - New York + Houston 





CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 














BONI, WATKINS, JASON & CO., INC. 


Ecenomic & Management Consultants 


80 Pine — 919 hteenth St., N.W. 
New York 5, N. Y. Washington 6, D. C. 


Rate Cases Management and Market Studies Rate of Return Analysis 
Cost of Service Determination Economic and Financial Reports 














BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 


Engineering and Design @ Research and Development © Construction @ 
Electric, Steam and Hydro Plants @ Aeronautical and Missile 


=—— 7 Facilities @ Surveys @® Nuclear, Chemical and Industrial Plants © 
BURNS sno ROE ’ Transmission @ Distribution @ Reports 


160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D.C. © Hempstead, L. I. Santa Monica, Callf. 
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(continued) 





SERVICES INC. Management and Business Consultants 
300 Park Ave., New York 22, N. Y.. MUrray Hill 8-1800 


Commonwealth | ite. theca 2, Se, ee BT 
1612 K St, N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Cc ealth Building, Jackson, Mich., STate 4-6111 











DAMES & MOORE 


Consultants in Applied Earth Sciences 


Subsurface investigations for foundations, groundwater. and subsurface structures. Air photo 
geological, and geophysical investigations for pipeline and transmission line routes. Geological- 
ot gp ft mechanics investigations for recovery and use of marginal land, and for dam 
esign Y- construction. 


ATLANTA CHICAGO HONOLULU HOUSTON LOS ANGELES 
NEW YORK PORTLAND SALT LAKE CITY SAN FRANCISCO SEATTLE 











DAY & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 





LP-gas 
peak shaving 


EMPIRE GAS and stand-by 
ENGINEERING CO. plants tor 


+ municipalities 
P.O. Box 1738. + industry 
; + design 
Atlanta 1. Georgia : construction 





$5 For, Bacon & Davis 
: eee’ 6S rcascs 


NEW YORK @ MONROE, LA. @ CHICAGO @ SAN FRANCISCO 











FOSTER ASSOCIATES, INC. 


Rate Cases © Cost of Service and Other Reguiatory Methods 
Rate of Return Analyses @ Rate Design 
Netural Gas Field Price Problems © Economic and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. ©. TULSA 3, OKLAHOMA CALGARY, ALBERTA 














Francisco & Jacosus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


WESTBURY CLEVELAND 








Mention the FortNIGHTLY—It identifies vour inquiry 
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GIBBS & HILL, inc. 


Consulting Engineers 


DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1,N. Y. 











ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
FOUNDED 1906 READING, PA. 


WASHINGTON ¢ NEW YORK 


G GILBERT ASSOCIATES, INC. 














W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. ¥. 








HARZA ENGINEERING COMPANY 
presonscesinegs hae 





REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
IRRIGATION — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 








JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
Michigaa Theatre Building Ann Arber, Michigan NOrmandy 8-7778 











Joe hu lj ean lopoulion 


ENGINEERS > SON STRUCT O.R 5 


2 
a POWER PLANT SPECIALISTS 
N WY DESIGN © CONSTRUCTION MANAGEMENT 
SURVEYS ¢ INVESTIGATIONS o REPORTS 

1200 N. BROAD ST., PHILADELPHIA 21, PA. 





N. A. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 
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CHAS. T. MAIN, Inc. 


BOSTON, MASSACHUSETTS 
CHARLOTTE, NO. CAROLINA 





PUBLIC UTILITY | SPECIALISTS IN 
CONSULTING & 4 ACCOUNTING, FINANCING, 
DESIGN ENGINEERS y RATES AND DEPRECIATION 


231 SOUTH LA SALLE ST. CHICAGO 4 














Special Operating Studies 
Planning and Design 
Reports for Financing 


Economic Studies 
ny Representation — — 1028 ‘Cuaiseniodt Kei ww, ‘Washington 6, D.C. 
be or Broadway, New York 6, LY 








SANDERSON & PORTER ENGINEERS 


DESIGN ¢« CONSTRUCTION 


NEW YORE NEW YORE 
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SARGENT & LUNDY 
ENGINEERS 


Consultants to the Power Industry 
@ STUDIES @ DESIGN @ SUPERVISION 
140 South Dearborn Street, Chicago 3, Ill. 


VULVOAUADADODUSHTUTE DETTE 
Sm 
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STANDARD RESEARCH CONSULTANTS, INC. 
Rate of Return © Valuations © Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies © Property Records 
345 Hudson St. Warkins 4-6400 New York 14, N. Y. 











STONE & WEBSTER 
ENGINEERING CORPORATION 
DESIGN » CONSTRUCTION + APPRAISALS - EXAMINATIONS 
REPORTS + CONSULTING ENGINEERING 


(Ol alier-1 46) Houston SY: al of @- alel k-1e10) Los Angeles Seattle Ifelaelance) 


Mention the FortNIGHTLY—It identifies your inquiry 
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Engineers-Architects-Consultants 
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Jackson & Moreland, Inc. 
Jackson & Moreland toternatienel, Inc. 
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muneansnan--saiinnia ted, -tanlinaniataia, 
DESIGN AND SUPERVISION OF CONSTRUCTION 
UTILITY, INDUSTRIAL AND ATOMIC PROJECTS 
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Consulting Engineer 
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New York St. Louis Portland 
Inspectors stationed throughout the U.S.A. 
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serves a very special 


part of America 


\ Seven 
Columbia S erves 


rough it its service territory—in Ohio, 
mnsyly aia, West Virginia, Kentucky, 
iginia, Maryland and southern New 
tk—n tural gas continues to be the 
eerrec fuel for home and industry. 
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d in the 
States Where 





THE COLUMB . 
SYSTEM, INC. 


COLUMBIA GAS SYSTEM SERVICE CORPORATION 
COLUMBIA HYDROCARBON CORPORATION 
120 EAST 41st STREET, NEW YORK 17, .¥. 


CHARLESTON GROUP: UNITED FUEL GAS COMPANY, 1700 MacCORKLE 
AVENUE, S.E., CHARLESTON, WEST VIRGINIA. COLUMBUS GROUP: THE 
OHIO FUEL GAS COMPANY, 99 NORTH FRONT ST., COLUMBUS 15, OHIO. 
PITTSBURGH GROUP: THE MANUFACTURERS LIGHT AND HEAT COMe- 


PANY, 800 UNION TRUST BLDG., PITTSBURGH 19, PA. 
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General Electric's turbine-generator service teams make periodic visits to inspect, evalu- 
ate, and help you maintain your powermaker for optimum on-the-line performance. 


General Electric’s prescription for keeping your powe 
maker on-the-line at optimum performance capability tak 
effect while your unit is being installed. It includes: 
® assistance in training your operating personnel, 

- ® periodic visits to check and discuss your unit's operatiol 

f0 k ® assistance in planning and directing maintenonce—plt 
[ ceping prompt renewal parts procurement, and 

periodic reports on recent turbine-generator operatin 

experience and engineering developments which m 


owermakers benefit your powermaker. 
These are some of the “plus” services you set with 
General Electric steam turbine-generator—for 1s long 
& 
on-the-line 








your powermaker is on-the-line. ‘ 
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General Electric 







Turbine-Generators 
Help Keep 


Power Costs Low 





Steam turbine-generators Gas turbines for peaking, 
for large blocks of power 100,000 kw and lower base load, combined cycles 


Steam turbine-generators 









ier cite Re rs 5 ake 55% ie * 
ee ee ee ee Ee Psa en ee | eee eee ee a 


Fn ee oe 





